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EXPORT TRADING COMPANY ACT OF 1980 



MONDAY, MARCH 17, 1980 

U.S. Senate, 
Committee on Banking, Housing, and Urban Affairs, 

Subcommittee on International Finance, 

Washington, D.C. 
The subcommittee met at 2:05 p.m. in room 5302 of the Dirksen 
Senate Office Building; Senator Adlai E. Stevenson, chairman of 
the subcommittee, presiding. 
Present: Senators Stevenson, Tsongas, and Heinz. 

OPENING STATEMENT OF SENATOR STEVENSON 

Senator Stevenson [presiding]. The subcommittee will come to 
order. This afternoon we resume hearings on legislation to promote 
U.S. exports through trading companies and trade associations. 
The two measures we consider in these hearings are complemen- 
tary approaches to strengthening American export competitiveness, 
S. 2379, which Senator Heinz and I and several colleagues have 
introduced to facilitate export trading companies in order to serve 
the thousands of American producers of exportable goods and serv- 
ices who need trade intermediaries to export for them, and S. 864, 
which Senator Danforth and several collesigues have introduced 
and has recently offered an amendment which would provide anti- 
trust exemptions for trade associations formed solely for export 
purposes. 

Export trade associations can help U.S. producers compete effec- 
tively against foreign government-owned corporations and cartels 
in trying to win foreign procurement contracts. Export tradii^ 
compemies can tap the skills of experienced export managers to 
market a broad range of products and services in all corners of the 
world. 

Trade associations may decide to form trading companies and 
vice versa or the twain may never meet. The experience of other 
nations demonstrates that trading companies can be very profit- 
able and extremely effective tools for the world market. 

The essence of both bills is to reduce Government regulations for 
the purpose of stimulating improved export performance. Both 
would establish positive Government attitudes where hostility or 
indifference has prevailed in the past. 

I ho[>e these hearings will indicate what further revisions, if any, 
are needed, and that the committee can then move to report boui 
bills expeditiously. 

Our witnesses this afternoon will comprise a panel. They are 
Herbert A. Gardner, vice president and chief operating officer of 

(1) 



Acme-Cleveland Corp., representing the National Machine Tool. 
Builders Association; J. D. Minutilli, president and chief operating 
officer of Commercial Credit Co. of Baltimore; and Ted D. Tauben- 
eck, president of Rockwell International, representing the Chambei' 
of Commerce of the United States and chairman of the Trading 
Company Work Group of the Export Policy Task Force. 

We theink you, gentlemen, for Joining us. If you would like to 
summarize your prepared statements in order to save time, the full 
statements will be entered in the record. 

Mr. Gardner? 

STATEMENTS OF HERBERT A. GARDNER, VICE PRESIDENT AND 
CHIEF OPERATING EXECUTIVE OFFICER, ACME-CLEVELAND 
CORP., CLEVELAND, OHIO, ON BEHALF OF THE NATIONAL 
MACHINE TOOL BUILDERS ASSOCIATION, ACCOMPANIED BY 
JAMES H. MACK, PUBLIC AFFAIRS DIRECTOR, NMTBA; J. D. 
MINUTILLI. PRESIDENT AND CHIEF OPERATING OFFICER. 
COMMERCIAL CREDIT CO., BALTIMORE, MD.; AND TED D. 
TAUBBNECK. PRESIDENT, ROCKWELL INTERNATIONAL CO., 
ON BEHALF OF THE CHAMBER OF COMMERCE OF THE 
UNITED STATES AND CHAIRMAN, TRADING COMPANY WORK 
GROUP, EXPORT POLICY TASK FORCE, ACCOMPANIED BY 
JOSEPH PRENDERGAST, VICE PRESIDENT, WACHOVIA BANK 
& TRUST CO., AND HOWARD WEISBERG, DIRECTOR OF IN- 
TERNATIONAL TRADE, POLICY, UNITED STATES CHAMBER 
OF COMMERCE 

Mr. Gardner. Good afternoon. I am the executive vice president 
and chief operating ofllcer of Acme-Cleveland Corp. Ao^jmpanying 
me today is James H. Mack, Public £iffairs director of the Nationiu 
Machine Tool Builders Association, the national trade association 
of which Acme-Cleveland is one of over 370 member companies. 
Acme-Cleveland is in the business of manufacturing the tools of 
metal working productivity. Currently these products are manufac- 
tured by six operating divisions, supported by two service compa- 
nies, with a combined domestic employment of approximately 5,700 
workers. 

AcmeOevelfind views foreign trade as an extremely significant 
part of what has come to be recognized as a worldwide machine 
tool market. A high point of foreign activity occurred in 1975 when 
over one-fiflh — 21.5 percent — of its dom«tic production had its 
destination in the export market. 

Unfortunately, however, even with em overedl increase in total 
business volume, there has been a steady decline in export sales 
until in 1979 only 6 percent of domestic production was shipped 
overseas for an annual avertige of 10.3 percent for the years 1975 
through 1979. 

Shifting from my own corporation's experience to that of the 
industry generally, it is important to pomt out that the world 
machine tool market has grown substantially. Unfortunately, most 
of this worldwide expansion has been absorbed by our foreign 
competitors, eroding our market share. In the middle 1960's. the 
machine tool industry supplied approximately one-third of the total 
global market; however, accordmg to American Meichinist, as of 
the end of 1979, that portion had fallen to only 16 percent. 
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In short, over the past 13 years, our share of the world market 
has plummeted by almost 50 percent. This dreimatic decline is the 
result of two factors — one, an invasion of the U.S. domestic market 
by foreign competitors, and two, a dramatic decline in the U.S. 
builders share of the export market. This second aspect is what we 
wish to focus on at this Ume. 

DECLINE IN MACHINE TOOL EXPORTS 

Looking at the United States percentage of world machine tool 
exports, we note discouragingly that our share fell from 21 percent 
in 1964 to just 7 percent last year, placing us well behind West 
Germany amd Japan as a machine tool exporting nation. fVen 
more alarmingly, in 1978, the United States suffered its first ma- 
chine tool trade deflcit in history, with imports exceeding exports 
by some $155 million. And to make matters even worse, this deficit 
trend continued through 1979. Even though our exports grew by 
15.8 percent over 1978 levels, imports soared by more than 45 
percent, to produce an even larger trade deficit of almost $400 
million. 

NMTBA, on behalf of the American machine tool industry, is 
devoting its own resources to the development and maintenance of 
international markets everywhere in the world. The association 
developed seminars and workshops to train our members* people 
on many aspects of international trade. We conduct market re- 
search to locate new and promising markets for industry develop- 
ment and have conducted 24 industry-organized, Government- 
approved trade missions to help gain a foothold in these new 
markets. 

In addition, we often work in close conjunction with the Com- 
merce Department in sponsoring foreign exhibitions, recruiting ex- 
hibitors for export promotion events, and organizing reverse trade 
missions to bring foreign buyers to our plants, and we bring large 
groups of foreign visitors to the International Machine Tool Show 
in Chicago every 2 years. 

WEBB-POMERENE ACT MODIFICATIONS 

Now let me comment on the Webb-Pomerene Act modification 
proposals. Unfortunately, the role of Webb associations has de- 
clined drastically over the years from a highwater mark of about 
19 percent of total U.S. exports between 1930 and 1935 to less than 
a 2 percent share today. Upon the recommendation of the National 
Commission for the Review of Antitrust Laws and Procedures, 
several bills have been introduced in the Senate that would modify 
or, in at least one case go significantly beyond the provisions of the 
current Webb-Pomerene Act. 

S. 2379 applies to the Webb-Pomerene Act to export trading 
companies, while S. 864 makes extensive revisions and clarifica- 
tions in the act. Peissage of these two mesisures will together make 
it possible for American companies to combine their resources in a 
variety of ways and configurations in the interest of more competi- 
tive overseas marketii^ of American products and services. 

Perhaps the primary factor discouraging companies from joining 
together under the current Webb-Pomerene statute is the uncer- 
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tainty created by varying interpretations of the antitrust laws in 
this area. S. 864 helps solve this problem. 

Closely allied with this issue is the question of who would be able 
to bring an antitrust complaint against a Webb association. Under 
the Danforth approach, complaints brought against Webb fissoci- 
ations on antitrust grounds would be limited to Federal agencies, 
with private parties enjoying only the right to petition the Secre- 
tary of Commerce to investigate an eissociation's activities. We 
support this improvement. 

Both Senator Danforth's and Senator Roth's proposals would 
expand the scope of Webb-Pomerene associations to include both 
goods and services. We commend the sponsors of these bills for this 
significant improvement. 

Until American exporters are able to combine all aspects of 
American technology and business know-how into a single overseas 
consortium, American competitiveness in overseas markets will 
continue to be seriously impaired. S. 2379 expands this concept 
even further by, one, including banking and export services within 
the scope of an export trading company's legally permissible activi- 
ties and by, two, including export trading companies within the 
purview of Webb-Pomerene. 

Your bill reeilly permits the harnessing of all America's potential 
resources in the pursuit of U.S. exports. S. 2379, theuikfully, goes 
even further. It commits the full faith emd credit of the U.S. 
Government to that pursuit. Enactment of your bill will permit 
American exporters to compete fairly, with Government leverage, 
with competitors from other countries. 

Beyond modification of current Webb-Pomerene procedures, your 
bill would establish the eligibility of export trading compamies to 
receive Eximbank loans and guarantees to meet up to 50 percent of 
export-related operating expenses up to a maximum of $1 million 
in 1 year or $2.5 million in total. 

Additionally, export trading companies, if creditworthy, would be 
eligible to utilize all loan guarantee and insurance programs of the 
Export-Import Bank. 

Finally, Eximbank could guarantee up to 80 percent of short- 
term bridge loans for both export trading companies and other 
exporters, thus helping smaller businesses to overcome a signifi- 
cant financial barrier to selling overseas. 

These important export policy reforms should be adopted, if the 
United States is to reverse its overburdening trade deficit. In this 
connection, we urge the Congress to also adopt your forward-look- 
ing proposals for strengthening the Eximbank and makii^ it more 
competitive. 

S. 2379 permits export trading companies to enjoy DISC treat- 
ments of ail their income, including income derived from the pro- 
viding of export services — a benefit not available under current 
law. This is a very helpful change in the tax laws. 

We would suggest that consideration should also be given to both 
raising significantly the threshold for application of the increment- 
al aspect of DISC and to reducing the average percentage of export 
sales used to compute the basis over which DISC treatment is 
applied. 
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These additional improvements will enable the smfill- and 
medium-sized exporters to improve their competitiveness in over- 
seas markets. They also take appropriate cognizance of the role of 
inflation during the past few years in drawing up the dollar value 
of many U.S. export sales. 

Although your subcommittee will not consider the various small 
business export bills until mid-April, we have taken the opportuni- 
ty in our full statement to comment briefly on them. 

In conclusion, we thank this conmiittee for affording us the 
opportunity to relate the experiences of Acme-Cleveland and 
NMTBA in the export market. We believe that the new executive 
branch international trade reorganization plan, in conjunction with 
the adoption of S. 2379 and the other export proposals we have 
detailed, will do much to encourage and promote overseas trade by 
both experienced and new exporters. 

We'd be happy to respond to your questions. 

[The complete statement follows:] 
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I. INTRODUCTION 

Good morning, my name is H. Paul Coop«i:. I an President 
and Chief Operating Officer of Acme-Cleveland Corporation. 
AccoBpanying Me today is Hr. James H. Mack, Public Affairs 
Director of the National Machine Tool Builders' Association (NMTBA) , 
the national trade association of which Acme-Cleveland is one of 
over 370 member companies. 

I am pleased to testify today before this Subcommittee 
in the dual capacity of corporate spokesman and Industry repre- 
sentative on the subject of export promotion and development, an 
area of vital interest to both my own corporation and the U. S. 
machine tool industry generally. 

Before proceeding with my comments, I would first like 
to briefly outline Acme-Cleveland's activities -in the metalworking 
manufacturing industry, as well as the corporation's recent 
experience in the export market. 



,db,Googlc 



Acme -Cleveland, a New York Stock Exchange list«d coipoca- 
tion, has existed in its present focm since 1968. However, several 
of its predecessor companies and present major components have 
long histories in the industry, dating back over one hundred years 
in some cases. The corporation is in the business of manufacturing 
the tools of metal working productivity: Machine tools, cutting and 
threading tools, foundry Cooling and equipment, electrical and 
electronic controls, and automated production systems. Currently, 
th«s« productSi including replacement parts, are manufactured by 
six operating divisions, supported by two service companies with a 
combined domestic employment of approximately 5,700 workers. 

In addition to these domestic U. S, operations, Acme- 
Cleveland also consists of a number of foreign subsidiaries. 
Finally, relationships with several foreign licensees and one 
overseas joint-venture round out the corporation's worldwide 
business activity. 

Acme -Cleveland views foreign trade as an extremely 
significant pact of what hae come to be recognised as a worldwide 
machine tool market. Even prior to Acme-Cleveland's worldwide 
expansion, several of its predecessor companies enjoyed long 
and active Involvement in foreign trade. A high point of this 
foreign activity occurred in 1975 when over one fifth (21. 5t) 
of Acme-Cleveland's domestic production had its destination 
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in the expect market. Unfortunately, however, even with an over- 
all increase in total business volume, there has b«en a steady 
dtcline in export sales until in 1979 only 6.0%'of -iJomestic produc- 
tion was shipped overseas, for an annual average of 10.3% lot the 
years 1975 through 1979, 

Shifting from my own corporation's experience to that 
of the industry generally, it is Important to point out that 
while the domestic U. S. machine tcol market has been oscillating 
with very little real growth since the middle 1960's, the 
world market has grown substantially. Unfortunately, most of 
this worldwide expansion has been absorbed by our foreign 
competitors, eroding our market share. 

In the middle iseo's, the American machine tool 
industry supplied approximately one-third of the total global 
market. In other words, one out of every three machine tools 
consumed in the world was produced by an American machine tool 
builder. However, according to American Machinist , as of the 
end of 1979, that portion has fallen Co only 17. la. In short, 
over the past 13 years, our share of the world market has 
plummeted by almost Soa. 

This dramatic decline is the result of two factors. 
First, our domestic market has been Invaded by foreign competitors 
on a scale never before dreamed of. For example, since 1964, 
AMerica's imports of foreign machine tools have more than-trlpled, 
growing from 7% of total consumption IS years ago to 24% in 1979. 
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It is obvious that, because the United States is the largest 
open machine tool maEket In th« world, our foreign competitors 
have pull«d out the stops end are aiming their export marketing 
efCotts at Ametica. 

Second, and this is the aspect that we wish to focus 
on at this time, our share of the export market has also declined. 
When we look at the dollar value of out exports, the results of 
our efforts look encouraging. But if we look at American 
exports as a percentage of all of the machine tool exports in the 
world, the results are, indeed, discouraging. Me have been losing 
export market share at an alarming rate. Our share of the world's 
machine tool exports fell from 21% in 1964 to just 7t last year, 
placing us well behind West Germany and Japan as a machine tool 
enpottlng nation . 

Finally, and perhaps most alaralngly, in 1978 the United 
States suffered its first machine tool trade deficit in history, 
with imports exceeding exports by some $1S5 million. And, to 
make matters even worse, this deficit trend continued through 1979. 
Even though our exports grew by 15.8% over 1978 levels, imports 
soared by more than 4St to produce an even larger trade deficit 
of almost $400 million. 
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Th* National Machine Tool Builders' Association la 
a national trade association cepEeaentlng over 370 Anatlcan 
machine tool manufacturing companies, which account for appcoxl- 
nately 90% of the United State's machine tool production. 

Although the total machine tool industry employs 
approximately 110,000 people with a combined annual output of 
around S3. 9 billion, most HHTBA oember companies are small 
businesses with payrolls of 250 oc fewer employees. 

While relatively small by some corporate standards, 
American machine tool builders comprise a very basic segment 
of the U.S. Industrial capacity, with a tremendous inpact on 
America. It is the industry that builds Che machines that are 
the foundation of America's industrial strength. Without 
machine tools, there could be no manufacturing j there would be 
no trains, no planes, no ships, no cars; there would be no 
power plants, no electric lights, no refrigerators and no 
agricultural machinery. 



NHTBA and its member companies have devoted considerablt 
Lme and effort to increasing exports. 

NMTBA, on behalf of the American machine tool industry 
i devoting its own resources to the development anc 
' international markets everywhere in the world. 1 
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h09 three people who spend virtually their full time overseas 
promoting United States machine Cool exports with considerable 
assistance from the Departnent of Commerce. 

HMTB& develops seminars and workshops to train our 
members' people on International financing, export licensing, 
or any other subject that will benefit a machine tool builder. 
He conduct market research to locate new and promising markets 
for industry development. We have conducted twenty-four Industry 
Organized, Government Approved (lOGA) trade missions to help 
gain a foothold in these new markets, and more are planned for 
19B0 and 19B1. He sponsor foreign exhibitions so that our 

LI hav« more opportunities to display theit products 
In addition, we often work in close conjunction with the 
Commerce Department on such activities as recruiting exhibitors 
for export promotion events such as catalog shows, video tape 
shows and technical seminars. He organize reverse trade missions 
to bring foreign buyers to our plants. And we bring large groups 
of foreign visitors to the Inte motional Machine Tool Show in 
Chicago every two years. The Commerce Department has worked 
closely with us in the development and implementation of these 
prograns, as have the commercial officers in our embassies and 
trade centers around Che world. 

III. WEBB-POMEREME ACT MODIFICflTlON PROPOSALS 

The Hebb-Pomerene Act, enacted in 1918, allows 
American companies to join together in developing foreign 
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sales while enjoying, to some extent, inununity from the anti- 
trust laws. The current statute is adainistered by the Federal 
Trade Comnlssion {FTC). 

Unfortunately, the role of Hebb associations has 
declined drastically over the years. From a high-water nark of 
about 19% of total U.S. exports between 1930 and 1935, they 
have slipped to less than a 21 share today. 

Within the past year the merits of the Hebb- Pome rene 
Act have been re-examined by the National Cantniselon for the 
Review of Antitrust Laws and Procedures. After reception of con- 
flicting testimony it was the Commission's reconmendation that 
Congress re-examine the Act, and modify It where necessary. 
In that regard, several bills have been introduced in the 
Senate that would modify, or in at least one case go aignif icantlj 
beyond the provisions of the current law. 

S. 2379 applies the Webb-Pomerene to export trading 
companies; while S. S64 makes extensive revisions and clari- 
fications in the Act. Passage of these two measures will 
together nake it possible for American companies to combine 
their resources in a variety of ways and configurations in the 
interest of more competitive overseas marketing of American 
products and services. 

Senator Danforth's bill (S. 864) requires the 
disclosure of an association's operational, managerial, and 
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financial information to the Secretary of Commerce. The 
Danfocth bill also requires the Secretary of Commerce. 
Attorney General and the FTC Chairman to all Issue- ■ 
guidelines on these procedures. Perhaps the primary factor 
discouraging companies from joining together under the 
current Mebb-Fomerene statute is the uncertainty created by 
varying interpretations of the antitrust laws in this area. 
Closely allied with this issue is the question of 
who would be able to bring an antitrust complaint against a 
Nebb association. Under the Danforth approach complaints 
brought against Hebb associations on antitrust grounds would 
be limited to federal agenciesi with private parties enjoying 
only the right to petition the Secretary o( Commerce to investi 

Another approach, introduced by Senator Roth, would 
not only permit the FTC to retain its administrative 
[esponslbllltles, but it would also grant the Commission 
enlarged authority to determine whether an association should 
be investigated. However, the Both approach would requite 
Justice to defer its own investigation until the FTC has 
completed its study. 

Additionally, the Roth bill would permit third 
parties to file independent court actions, though the damages 
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these pacti«s night receive would be teduced from treble to 
caiq>ensatory daaages. 

With the potential for. conflicting and/oc duplicative 
antitrust legal actions embodied with in this fcaoctfork it 
•eems highly doubtful that it would achieve its espoused 
goal a£ clarifying the currently bewildering state of the 
antitrust law in this area. He strongly prefer Senator 
Danforth's bill - s. 864. 

Both Senator Danforth's and Senator Roth's proposals 
would expand the scope of Mebb-Pomerene associations to include 
both goods and additionally services . We commend the sponsors 
of these bills for this significant improvement. Until Anecican 
exporters ace able to cCTibine all aspects of American technology 
and business know-hov into a single overseas consortiun, American 
competitiveness in overseas markets will continue to be 
seriously impaired. 

S. 2379 expands this concept even further. By (1) 
Including banking and export services within the scc^e of an 
export trading company's legally permissible activities and by 
(1) including export trading companies within the purview of 
Hebb-Pomaransi your bill really permits the harnessing of 
all of America's potential resources in the pursuit of U.S. 
exports. 
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IV, EXIHBANK FIHAHCIMG 

S. 2379 thankfully 90*8 •vmn tutthec. It coswits 
the full faith and credit of th« U. S. Government to that 
pursuit. Enactment of your bill will pernit Anecican exporters 
to compete fairly vith Govecnnent-levecaged conpetitots fcom 
other countries. 

Beyond oodification of current Hebb-Po*erene procedure 
your bill would establish the eligibility of export trading 
companies to receive Eximbank loans and guarantees to Meet up 
to 501 of export-related operating expenses up to a maximum 
of SI million in one year or S2.5 million in total. 

Additionally, export trading companies, if credit- 
worthy, would be eligible to utilize all loan, guarantee and 
insurance programs of the Export-Import Bank. 

Finally, Eximbank could guarantee up to BOt of 
short-term "bridge loans" for both export trading companies 
and other exporters, thus helping smaller businesses to over- 
come a significant financial barrier to selling overseas. 

These important export policy reforms should be 
adopted, if the United States is to reverse Its overburdening 
trade deficit. In this connection, ue urge the Congress to 
also adopt your forward-looking proposals for strengthening 
the Eximbank and making it more competitive. 
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, TAX TBEATMEHT OF EXPORT TRADIMG COMPAHIES 

S. 2379 permits export trading conipanies to enjoy 
DISC treatment of all their income, including income derived 
(torn the providing of export services . DISC treatment does not 
now apply to income derived from export services. 

This la a very helpful change in the tax laws. Me 
would suggest that consideration should also be given to both 
raising significantly the threshold foe application of the 
incremental aspect of DISC and to reducing the average per- 
centage of export sales used to compute the basis over which 
DISC treatment Is applied. These additional improvements will 
enable small and medium sized exporters to improve their com- 
petitiveness in overseas markets. They also take appropriate 
recognizance of the role of inflation during the past few years 
In driving up the dollar value of many U.S. export sales. 

VI. SHALL BUSINESS EXPORT BILLS 

Although your Subcommittee will not consider the 
various small business export bills until mid-April, we would 
like to take this opportunity to comment briefly on then. 

In the Fall of 197T, the Massachusetts Port Authority 
Implemented a unique international marketing program for 
■mall business manufacturers entitled 'Hassport." The first 
o( Its kind in the nation, this program is specifically designed 
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Co encourage and assist small businesses who lack Ehe time and 
resoucces to explore trade opportunities, in the development 
of foreign narkets for their products. 

While initially open only to companies located in 
Che Commonwealth of Hassachusetts, the program was expanded 
in the Fall of 1978 to include participants fros throughout 
the New England region. 

Through ehe program, the Authority provides, without 
charge, a selected number of small business raanufacturers with 
individual export assistance. 

Participation in this program is based upon a process 
which analyzes a company's products export potential, financial 
history, available financial and operating resources and 
managerial desire and ability to become an exporter. Additionally, 
companies selected cannot presently be engaged In any significant 

Since its inception, four trade missions have been 
sponsored under the program. Twenty-five companies have directly 
participated. Due to the success of the program to date and 
its unique approach, considerable atCenCion has been gained 
throughout Hew England. The Authority has received approximately 
1,500 inquiries and more than TOO completed program applications. 
A composite picture of the twenty-five participating companies 
would produce a manufacturing company which has been in business 
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tot Cwtnty-alghC yeaia, with fifty-five employeeE, annual 
••l«l of !lf900,oao what* axports account for less than 4.0%. 

Raaultt to date have produced actual expoit sales 
of 11,976,491 to cuBtoinerB met directly or Indirectly during 
tlia trad* mlaalona. Eighteen foreign distributors have b«en 
signed and eleven European companies have come to the States 
to pursue further dlHcusaions and negotiations with participating 
conpanlas. 

Tha goal of the program, simply stated, is to encourage 
amall bualneasss who are not now exporting to any significant 
degree to do so, not as a one-time transaction, but on a 
parnanent baals — profitably. 

Ha strongly support this program and would encourage 
Its national adoption on a trial basis In a number of port 
cities around the United States as proposed in S. 2040. However, 
one suggestion we would make is that such a program perhaps 
axtandad its resourcas to a broader cross-section of the business 
coimiunlty, without, of course jeopardizing Ita efficiency. 
Moreover, wa would also recommend that such a program not be 
limited to tha "novice,' but also be extended to smaller companies, 
which are although to some extent experienced in the export 
market, navartheleas, greatly assisted by such support. 

In a similar vein, we have heard froa many exporters 
the •uggestlon that the current two tlet pricing system for 
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Department of Comnerce International trade services, with its 
preference foi first-tine exporters, either be abolished or at 
least modified so as to allow the new-to-narket price to be 
•xtended to snail businesses, even If thay have had previous 
export experience. We strongly believe that it is just as 
important to keep people in the export field as it is to get 
them in initially. 

VII. ONE- STOP SHOPPING 

The concept of providing a centralized location (desk) 
within Commerce Department district and regional offices where 
an exporter could go for a complete package of export information 
for a particular country is one that we fully support. Such an 
approach would eliminate the frustration of the small business- 
nan who upon receiving a thick file of material from many sources 
within the government is at a loss for where to begin his export 
activities. 

VIII, JOINT EXPORT MARKETIHG ASSISTANCE (JEMft) 

Finally, we would strongly urge Che implementation of 
the Commerce Department's JEHA guaranteed loan program for 
associations and/or consortiums of small businesses. Through 
a legislative oversight, appropriations for this Important 
ptogram were deleted this year. He feel that this was not 
a conscious policy decision, and that funds for this program 
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■hould b« ceinsCatad In the supplemental appcopciation bill 
■nd for PV 1981. S, 2097, introduced by Senator Jepaen (R-IA) 
would accomplish t) 



IX. CONCLUSION 

In conclusion, we thank this Committee for affording 
ue the opportunity to relate the experiences of Acne-Cleveland 
•nd NMTBA In the •uport market. He believe that the new 
•xecutiue branch International trade reorganization plan in 
conjunction with the adoption of S. 2379 and the other proposals 
we have detailed will do much to encourage and promote overseas 
trad* by both experienced and new exporters. He would be happy 
to respond to your questions. 

Senator Stevenson, I think we'll finish with all of the state- 
ments and then come back to all of you with questions. 

Thank you, Mr. Gardner. 

Mr. Minutilli? 

Mr. MiNUTiLU. Thank you, Mr. Chairman. My name is Joseph D. 
Minutilli. I'm president and chief operating officer of the Commer- 
cial Credit Co., Baltimore, which is a wholly-owned subsidiary of 
Control Data Corp., Minneapolis. 

I want to thank you for the opportunity to express my views, as 
well as those of my company and our parent before this committee. 

Our interest in this bill is quite simple and stra^htforward. We 
are thoroughly dedicated to the survival and stimulation of small 
business activity within our country, and we see the expansion of 
exports as an important means to that end. 

While it's easy to fmd an abundance of information documenting 
the ills of our society and of our economy, the Control Data corpo- 
rate attitude is that the major societal needs of our Nation repre- 
sent challenging and interesting business opportunities for us, 
working in concert with appropriate Government agencies. 

One of our highest priorities is to foster the startup and stimu- 
late the profitable growth of existing small enterprise in the 
United States. A management task which our chairman, Mr. Wil- 
liam C. Norris, has assigned to some of us in the top management 
of the company is to study the export-import problems of our 
country and to use our corporate resources to help eliminate those 
problems. 

Consequently, this bill is of great concern to us, yet the bill's 
impact on the small business of the country is our major concern 
with it. We applaud the sweeping scope of this bill, but because it 
is quite comprehensive, we need to be mindful of the number of 
variables set in motion, which may or may not produce the results 
intended. Consequently, we feel it's important that you plan to 
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review its effect at r^ular intervals to detennine what, if any, 
additional refinements may be required. 

I would like to cite several examples of why we feel this tracking 
mechanism is required. The bill implies that loans and more impor- 
tantly guartmteed loans will be made by the Export-Import Bank, 
while it is mute on the point of guarantees for the operation of the 
trading companies themselves. It does provide for 80 percent guar- 
antees with relatively low maximum limits for loans made relating 
to specific transactions. 

Management at the Small Business Administration, in our view, 
had been taking some positive steps toward improving their service 
by broadening their scope and by streamlining the loem application 
and approvEil processes. This revitalization, change in strat^y, and 
extensive nationwide organization, we feel, may well make the 
SBA better known, understood, and more highly r^arded within 
the small business community. 

GOVERNMENT GUARANTEED LOANS 

You may find that the SBA is a suitable place to handle the 
guaranteed loans provided for in this legislation. As you may know. 
Commercial Credit Co. has recently become the first nationwide, - 
nonbank lender offering SBA guaranteed loans to small businesses. 
Our experience to date tells us that lending institutions are not 
overwhelming the SBA with their desire to provide SBA loans, 
even with a 90-percent guarEmtee. 

During the testimony of Commerce Secretary Hodges at the bill's 
hearings, there was considerable concern as to whether the Gov- 
ernment guarantees were required and whether such a provision 
was heal^y for our country. I feel the 80-percent guareintee is 
required. I also feel that for the present, £m 80-percent guarantee is 
adequate. 

Since the 90-percent guareuitee program of the SBA is only in 
the early stages of success and since the Department of Commerce 
is just now starting up a 90-percent guarantee program under the 
E(X)nomic Development Act, there is room to wonder if an 80- 
percent guarantee program through a much smaller source is going 
to provide the results we seek. 

We're also pleased that this bill hopefully will eliminate past 
bias against aid to the service industries and that it permits local 
government oi^anizations to participate in export trading activi' 
ties. The entry of service industries and local government support- 
ed trading companies represent potentially important new activi- 
ties, but they require r^ular evaluation as well. 

Your hearing discussed the administration's program on export 
promotion in some detail, tmd it included some details about a 
computerized information system to provide exporters with prompt 
access to international marketing opportunities. Earlier in tlus 
testimony, I mentioned that we looked at the societal and economic 
needs of our country as chedlenging business opportunities. One of 
the many areas where we are putting that philosophy into action 
involves the opening of facilities we refer to as business resource 
centers. 



BUSINESS RESOURCE CENTERS 

The purpose of these centers is to provide a single storefront, if 
you will, where a small business person can find many of the 
services most needed to help in the successful conduct of his busi- 
ness. 

These centers provide a variety of finfincial insurance training, 
data processing, consulting, accounting and tax services, as well as 
personnel and legal services. 

The first four centers have now been opened, and we plan to 
open many more over the next few years. Your attention is direct- 
ed to the ability to provide a wide variety of data processing- 
oriented services, including automated financial planning capabili- 
ties and the ability to locate and exchange technical information 
on a worldwide basis. 

Tlie point in President Carter's program relating to a computer- 
ized information system to provide exporters with prompt access to 
international marketing opportunities abroad relates directly to 
this capability. We feel that particular capability is also long over- 
due, and vital to any real success in helping small businesses 
become more aware of tmd involved in export^import opportunities. 

Since our business resource centers will not only have the exper- 
tise but also the data processing equipment required to use such a 
computerized system, we expect to help small business access the 
proposed mEirketing information system. 

Efven if President Carter's program and the results of this l^isla- 
tion are as successful as we all hope they will be, we fu'e still going 
to find a significant gap in understanding and in entrepreneurial 
time available to research the feasibility of any single small busi- 
ness going into the export-import arena. We see this as another 
area where a very large business might provide a truly veiluable 
service to the small business community. 

The progress on that data system needs to be tracked. The great- 
est challenge the leadership of our country faces is in the creation 
of jobs. As we remind ourselves that the crying need in our society 
for more jobs, and almost as important, more skilled jobs — while 
everything we do has as its root the long-term profit motive, we 
always look at strategies and programs we are developing in rela- 
tion to their effect on the creallon of jobs in our society. 

We have, for example, programs directed to the rehabilitation of 
convicts; we have programs to train the functionally illiterate; we 
have progreims to use private enterprise to stimulate the resurrec- 
tion of our inner cities. All of these programs have one ultimate 
objective, and that is to prepare more Americans for productive 
jobs, where they can develop and maintain personal dignity and 
where they can contribute to their fsunily, community, and coun- 
try. 

I mentioned earlier that we have a highly sophisticated informa- 
tion system that facilitates worldwide transfers of technology, and I 
mentioned we are supportive of the Government's intentions to 
build a much needed export-import data base. 

Specific points I would like to xneike in support of this l«;i8lation 
are these: (1) The effect of this proposed legislation must oe regu- 
larly evaluated and modified as needed; in other words, it must be 
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dynamic; small businesses need to be encouraged, nurtured and 
helped; and finally, big business can and should help the small 
companies. And we at Control Data stand ready and willing to 
help. 

Therefore, while we at Control Data and Commercial Credit 
heartily endorse the passage of this bill, we ask that you include in 
the legislation a requirement that the Department of Commerce 
provide this subcommittee an annual report summarizing and eval- 
uating the results achieved. The report should silso include recom- 
mendations emd justifications for further refinements and modifica- 
tions. 

I speak personally and as a representative for our company in 
offering you any appropriate private sector eissistance in the pass- 
ing—and more importantly, the implementation— of this legisla- 
tion. 

Senator Stevenson, we appreciate the time you have given us 
this afternoon to hear our views. We con^atulate you and your 
subcommittee on the work that it is doing. Thank you. 

[The complete statement follows:] 
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laldant Cactar'a progiaB ralatlnt to "a coapi 
iroTlda anpartaia Hlth pioapt accaaa to Intanatlc 
■broad — ■' ralataa dlraccly to thli 
capability la also loni ovardua and 



aed InfoEHi 



tha ability to 
a. Tba point 
Ion ayatas to 
pettunlclaa 



that paitlculair 
caaa In halplng aa 



:apabillty. Ha fa 

Ital to any Taal a 

Lvolvad iDi aitport/lBpoTt appartunitlaa . 
lur lualnaaa Raaourea Cantaca will not only hava tha axpanlaa. but alas 
:a proeaaaiiig aqulpaant raquirad te uaa auch a coB|HitaEla«d ayatan, va 
to halp aaiall boalnaaa accaaa tba propoaad aarkatloc Infonatloa ayataa. 
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tvu If Fruldut Cartar'a rngcu ud tta* ruulta of chli Isflilatisa an u 
■Bcuiitol u «• all bop* thay Hill ba, H ara acill lelat to find a alBnlflcanC 
tap in undaratandlng, and la ancrapiaaaiulal tlaa arallabla, ta tuaarcli tba 
faaalbllllj sf any alotla, aaall bualnaaa solac Into tba aiperc/l^iocc arana. 
Ha aaa tbla aa uotbai araa Hbaia a vai7 larga bualnaaa aight ptovlda • truly 

Tba cornvEatcnxa of aoat of Control Data'a vailoua davalopaantal profane and 
ptillo>0|ibtaa la tba ccaatloa of Joba tot Aaarlcas cltlaaoa. Tba raal probla> 
out Coimti? facaa la actuall)' net ao mch aipeita ol, for that aattar, atlKilatloa 
of anall baalaaaa par aa. The Taal challanaa tba laadarahlp of out CoonCtr facaa 
la In tba craatlon of Joba. Aa Ik. Hoirla caguIaTly laalnda ui — "of tba ctylns 
naad In aur aoclaty for aota Joba and alaoat aa laportaat, aara aklllad jaba". 
Vblla avarythlat va da baat at Iti rooti tba long tara praflt natlva* v* alvaya 
look at atrataglaa and pteitaaa va ara davaloplnf In ralatlon ta tbalr affact an 
tba craatlon of Jaba In our aoclaty. Ha hava progiaH dltaetad to tha rabablllta- 
tlon of as-convlctaj an bava projiaaa to train fuBCtlenally lllltacat* adult* In 
baalc aoclatal raquliaaanta nblcb will allm tban te contribute to a fra* aataTpTli* 
aaclaty; «* bava prograaa ta u** prlTaCa antaiptlaa te atlaulata tba raaurractlon 
of eur lunar clttta- Ul ef thai* preiraaa ban ena ultlaata objaeclva — chat la 
to prepare sora taarlcana for preductlva loba vhaia tbay can davalop and aalntaln 
paraanal dlsnlty, and obata tbay can ceacclbuta to tbali faally, co^ualty aod 

I HDClDncd aarllar tbat «• ha*a a hlfbly aapUatleatad Infonadon aratva that 
tacllltataa mrld-wlda tranafara of taehnology, and I aaatteBad m an ■oppoIClv* 
of tha Govemaant'a Intantlena to build a Biieb naadad •nporc/l^tott data baaa. 
Wblla iBcraaaad azparia vlll halp avarcoM our balance of payMnta problaw, chara 
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eruclea of ifctlKi 
irlthin our Ceuncrr 
In If It, I 
Jotii vtlbln 
Iqwflnidy, Ittau] 
vlll bai 
tt will hilp oill 
thalr 



■nclT t 



.ha cFfact that* •xpudad c 
I Id cta( United States 
can fEaquantly atlnjlaCa a 



<0T[ ptoirana vlll bavc en tha 
mil* tranafcTTlat tachnolotT 

vatltloa, ttwufar of cachnologr, 
ita a Blnlul alfaet on tha ctaadon or aUUad 
hi tha otbar baad, atlBulatlng aipDttB, and an* 
by asall eoapanlaa ulthln tha Dnltad St*t*a 

«apaBlaa Eo ba aata coapatlclvai ud HlU cooulbata alsnl- 
iivlval aad proapailtr. CantlaBan, I Mka thu* enaaanta 
la algnlflcanca of Cbli laglalatlon. 



Tha p«lati I aB Baklag hare are thcaa: 

1. The affact of thia propoaad laglBlatlcra ■ 






Z. ShII bualtMaaea naad to ba anceuntad, nuTCinad and halpad. 
3. Ill bualaasa can and ahouU halp thaaa awll co^«nlaa, and 
■• at COBEEol Data atand laadj aad vtlllnt to halp. 



Foi thla pragtaB to ba aueeaa 
•aall, aa rou Intasd It — A 
■etlvitlaa bj pto«ldln| Mieb 
product to angafa In azporta. 



i(ul> It Buat ba parcalvsd by builnaaaaa, bl| ai 



■panlaa which haTa tha 



t« tain thla pareapclon. In oi 

prl*ata seetor mTklot totctbai to pmiut 
pTogran that vlll balp rtduca our parvant. 
all, ctaata additional job apparCimlclCH 
hope ouE praaanea beta todaj vlll talBfor 



I la lv*i>tln thla laglalacltm ba vlaaad 
d ptogran, but ona Chat hii tha public and 
Ota tha groHth ol aaall bualnaaat — A 
Dta dafldtt and vlll, noat l^oiCant of 
H foE n«a]> aora of aur paopla. Wa alnearalj 
I that paccaptlon. 
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■hlch thay aotk. 

Tharafon, utall* m ■( Contnl Data CetporatloB and Cs^Hiclal Cradlt C nf ai ^ 
haatcllr andon* tba raaaa^a of chla Bill, na aak that tbu Inclada, (a tba l«|lala- 
tlOB. a n^ulraBanc that the Daputaant of Coaaare* prsvlda chl* 8rt Cn^lttaa an 
anaual raport, au^aaTlBlBg and araluatinl tha raaulta achlarad. Tha tapott aboold 
alao iDclula raco^ndatlona and juatlflcatloa for aor raftniainta and ■BdKleacloiia . 

I apaak paraonallT and an ■ tapraaantaCtva fox ^ Conpaaj in offerlni rou any appro— 
prlata pilvata aactot aaalatanca In tha paaalng and, aara Importantly, l^laaaBta- 
tlOB of thla lailalatlon. 

Saoator Stavanaon, wa appiaclata tha Ctaa you hava glvan ua thla Bondns to haai 
OUT vlavai and w* conttatulata you and youi Sub-Ce^d.ttaa on ttaa uoA it la doing. 

Senator Stevenson. Thank you, sir. Mr. Taubeneck? 

Mr. Taubeneck. Mr. Chairman, I am Ted Taubeneck, president, 
Rockwell International Trading Co. I am bIbo chairmim of the 
Trading Company Working Group of the Export Policy Teisk Force 
of the Chamber of Commerce of the United States, on whose behalf 
I am appearing today. 

With me is another member of the task force, Joe Prendei^ast, 
vice president of Wachovia Bank and Trust Co.; and accompanying 
us is Howard Weisberg, director of international trade policy for 
the U.S. Chamber. 

The U.S. Chamber represents a membership of over 89,000 small, 
medium, and large businesses; 1,293 trade associations; over 2,600 
State and local chambers of commerce; emd 44 American chambers 
of commerce overseas. 

Last fall we spoke before the subcommittee concerning S. 864, 
which we support. We are here today to express the chamber's 
support for S. 2379, legislation which will facilitate the formation 
and operation of trading companies and thereby expand U.S. ex- 
ports. 

We were tempted just to show up and applaud, because the 
revised bill is such a major improvement over S. 1663. And we 
wanted to thank you, Mr. Chairman, Senator Heinz and the co- 
sponsors. We assumed that would be put down as blarney, imd so 
we will proceed with some detailed comments on the bill. 

There has been a limited history in the United States of trading 
companies, instrumentalities which buy from and sell to unrelated 
parties. By and large, producers in the United States have market- 
ed their own product lines overseas or have stayed within the 
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domestic market. With the growing export consciousness in this 
country, companies are considering new approaches to competing 
in international markets. The trading company is one viable alter- 
native. 

Naturally, all business finds inspiration in the great success of 
the Japeinese and Koreem trading compemies. Of equal significance, 
as was pointed out in our testimony last September before this 
subcommittee, the trading company approach may be the best way 
of expanding U.S. exports, by getting the lai^est number of small 
businesses involved in international trade. 

APPROACHES TO FOREIGN B.IARKETS 

Small business in the U.S. has four alternative approaches to 
foreign markets: first, direct export sales, which are difficult to 
perform on a small scale and which, because of slower payment 
time, infringe on cash flow needs; second, sales through foreign 
agents or brokers, who often insist on product and pricing control; 
third, sales through export management companies, which can 
only grow to the limits of the manaigement company's resources; 
and fourth, sales through Webb-Pomerene etssociations or through 
export trading companies, which avoid or are less susceptible to the 
disadvantages of the other three, and which provide their members 
and clients with the potential for matching any level of foreign 
competition. The trading company concept has great promise, and, 
therefore, the U.S. Chamber has recommended to its membership 
that this possibility for engaging in exporting be given greater 
consideration. 

At the same time, the Government, as part of its national export 
policy, should create an environment more conducive to the forma- 
tion and operation of export trading companies. S. 2379 is a posi- 
tive step in this direction. It provides incentives and lessens disin- 
centives in four key areas for the formation and operation of 
trading companies: First, the permissibility of bank investment in 
such companies; second, Export-Import Bank guarantees and loans 
for startup and expansion costs; third, a clear statement of exemp- 
tion from U.S. antitrust laws; and fourth, extension of DISC tax 
treatment. 

Effective implementation of these approaches should foster the 
formation of new trading companies, as well as the expansion of 
existing operations. We agree with the new bill's approach, that 
trading companies should not be limited because of their owner- 
ship, size, or form of international trade activity. An organization 
should qualify as an export trading company whether owned by a 
single producer of goods or services, a group of producers, or owned 
entirely independent of any producers. It should also qualify 
whether the owners are domestic or foreign and should be permit' 
ted to trade for and on behalf of afUliates. 

The range of permissible international trade activities should 
include, but not necessarily be limited to, exporting, importing, 
barter and countertrade transactions, and handling trade between 
two or more foreign coimtries. We do have some concern as to 
whether S. 2379 addresses these other trade activities adequately, 
particularly the import side of the trading company equation. 

r;,-,...duL.tH")ylC 



In addition, trading companies should be encouraged to grow in 
size to a level sufficient to be internationally competitive with their 
foreign counterparts. 

Our detailed statement mentions several changes that have been 
made in the new bill that we endorse. Today, we wemt to highlight 
the following. 

First, to clarify the range of permissible activities for a trading 
company, it would be helpful if the report language detailed the 
activities beyond exporting in which a trading company can 
engage, and what percentage of its total business can be taken up 
by nonexporting activities. That report language should also raake 
explicit that a trading company can trade goods produced by affili- 
ates. If one of the intentions of S. 2379 is to encourage the rapid 
growth of trading companies, Hrms should be able to build on and 
draw from existing corporate arrangements. 

Second, there is a tenfold reduction in the new bill in the 
Eunount t^at is avetilable from the Export-Import Bank for loans or 
guarantees for initial investments in and operating expenses of an 
export trading company. The new limitatioos of |1 million in any 
one year or $2V^ million in total are, we believe, totally unrealistic. 

By way of illustration, the cost of setting up just one small 
overseas branch office can easily exceed $1 million today. If Exim- 
bank support is too limited, this provision will not serve as much of 
an incentive to the formation of trading companies. 

Third, section 7, which extends Eximbank's guaremtee progranis 
to inventory and export accounts receivable, could be the single 
most useful part of the bill, but not as it is presently written. "Rie 
three judgments to be made by Eximbank's board are worded so 
rigidly that we question how much, if any, guarantees would be 
made available. 

Specifically, the phrases "which would not otherwise occur," in 
subpart (1) and "are essential to" in subpart (2) if strictly interpret- 
ed, establish tests which are extremely difficult to meet. In addi- 
tion, such tests are not within the normal expertise of bankers, but 
are instead business judgments. Moreover, should they be met, the 
word "adequately" in subpart (3) would require a level of security 
that would obviate the need for a guarantee and, therefore, not be 
effective as an inducement to additional exports. 

Fourth, the extension of DISC eligibility to export trading compa- 
nies recc^nizes the need to provide a favorable tax climate for 
potential exporters. Extending the eligibility to the service sector is 
a great step forward in the realization of the importance of service 
exports to our balance of trade. 

Fifth, the new bill eliminates the favorable tax treatment includ- 
ed in S. 1663, which would have permitted an export trading com- 
pany to elect to defer corporate income taxes. Concern about con- 
flicts with the new subsidy code resulting from the recent multilat^ 
eral trade negotations produced this change. However, such con- 
flicts should in fact be abated by the change in coverage of the bill 
from trading companies exclusively engaged in exporting to compa- 
nies engaged in all aspects of intematiooEd trade. 

In conclusion, it is important to note that trading companies of 
foreign countries have ^e advantages provided in this bill, and 
more. Many governments provide additional incentives, and all 
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have fewer disincentives. Nevertheless, with the changes suggested 
in our testimony, S. 2379 would contribute significantly to raising 
U.S. businesses to competitive parity with their foreign counter- 
parts in international meirkets. 

With proper promotion from the Government, through the De- 
partment of Commerce, and the private sector, through organiza- 
tions like the U.S. Chsunber, we believe that potential exporters, 
particularlv small business, will view favorably the incentives pro- 
vided in this bill emd will avail themselves increasingly of the 
trading company format for doing business overseas. The result 
will be participation by more U.S. businesses in foreign markets 
and increased U.S. exports. Th£ink you. 

[The complete statement follows:] 
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STATEHEHI 

THE EffOHT TRADING COMPANY ACT OF 1980 CS.2379) 

before the 

INTEHNATIONAL FINANCE SUBCOMMITTEE 

of the 

SENATE BAMINC COMMITTEE 

CHAMBER OF CmHERCE OF THE UNITED STATES 



, Freaidenti Rockwell Intemationsl Trading 
CoBpaiiy. I an also chalman of th« Trading Conpaa; Walking Group of the 
Export Follcy Task Force of the Chaabei of Coiuerce of the United States, 
on vhose behalf I on appearing today. Ulch ae Is another nenbeT of the 
Taak Force, Joseph Prendergest, Vice President of Wachovia Bank and Truat 
Coupany. Accoiqianylng ub 1b Ikiuacd Welabecg, Director of International 
Trade Policy for the U.S. Chamber. 

The U.S. Chanber represenca a memberahlp of over 89,000 soall, 
DedluB, and large businesses, 1,293 trade associations, over 2,600 state 
and local chamberi 



We are here to express the Chamber's support for two leglslat 

Initiatives, both of which would foster U.S. exports. We addressed t 

this aubconmlttee on September 17, 1979. Our endorsement of bills, a 
as S.864, which would encourage U.S. buslnesBmen to use export trad 
associations without fear of the sanctions of U.S. antitrust lawa, 
standa. Today, we direct our conents to S.2379 — legislation to 
tate the fomatlon and operation of export trading companies and, thereby, 
■xpand U.S. exports. 

Export Trading Conpanlea 

There haa been a United hlitory In the United States of export 
trading compaalas, InstTUwntalltlas which buy from and aell to unrelated 
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parties. By and large, producers have marketed their own product lines 
overseas or have stayed within the donestie marliet. With the growing 
•ipoTt consciousness in this country, companiea are considering new 
approaches to eonpetlng in international markets. The trading company 
le one viable alternative. Naturally, all buslnesa finds inapiration 
in the great success of the Japanese and Korean trading companies. Hov- 
ever, as was pointed out in our testimony last September, before 
this subcommittee, the trading company approach may be the best uay of 
expanding U.S. exports by getting the largest number of small businesses 

Small business has four alternative approaches to foreign markets: 

(1) direct sales, which are difficult to perform on a small scale and 
which, because of slower payment tine, infringe on cash flow needs; 

(2) sales through foreign sgents or brokers, who often insist on product 
and pricing control; (3) sales through eitport management coiqianlea, which 
can only grow to the limits of the management company's resources; and 
(i) Bales through Uebb-Pomerene associations or through export trading 
companies, which avoid or are less susceptible to the disadvantages of 

capability to match any level of foreign coopeEiCion. 

The trading company concept has great potential, and. thetefoTe, 
the U.S. Chamber has recoaoended to Its membership that this possibility 
for engaging in exporting be given greater consideration. At the same 
time, the government, as part of Its national export policy, should create 
an environment more conducive to the formation and operation of export 
trading companies. S.2379 Is a positive step In this direction. It pro- 
vides incentives snd lessens disincentives In four key areas for the foT- 
nation of trading companies: (1) the pemlsslbility at bsnk Investaent in 
such compsnies; (2) Export-Import Bonk guarantees and loans for start-up 
and expansion coats; (3) a clear statement of exemption from U.S. antlttuet 
lava; and (4) OKtenslon of DISC treatment. Effective Implementation of 
theae approaches should foster the formation oE new trading companies, as 
well as the expansion of existing operations. 
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We believe that trading cmpaales should not be United because 
of their mmecahip, slia, or fora of inteinatlonal trade activity. An 
organization ahould qnaltfy as an export trading coapany whether owned 
by a single producer of goods or services, a group of producers, or 
whether o«ned entirely independent of any producers. It should also 
qualify whether the owners are domestic or foralgn and should b* pei- 
nitced to trsde for and on behalf of affiliates. 

The range of penilsslble international trade activities should 
Include, but not ni>cessstlly be United to, exportlog. Importing, barter 
and countertrade transactions, and handling 

these other trade actlsltles adequately, pan 
the trading congianies equation. In addltloi 
encouraged to grow In size to a level sufflc: 
competitive with their foreign counterparts. 



rade between two or no re 

1 whether S.2379 addresses 
.arly the laport side of 
iding companies ahould be 
to be Internationally 



Detailed Coanenta on S.2379 

1. The elimination of the licensing requlrenenta of S.lti63, the 
predecessor to S.2379, la a change we endorae. To have to go through a "gate- 
poBt" before being eligible to act as a trading company would be an adminis- 
trative burden, both In time and expeose, that night discourage their foTBStlon. 

2. The new bill also raioves restrictions on ownerahlp and the 
types of production activities a trading company can engage in. As stated 
aarlieT, participation in and ownership of trading companies should be as 
open aa possblle so as to encourage the broadest use of chla trade mechanism, 

3. In the definition of "export trade" In section 3(aKl). 
Instead of the words "services produced in the United States," we suggest 
"services sourced In the United States." because the aervice may be supplied 
fully by U.S. citizens, but produced outside of the United States. 

4. The daf inltlon of "goods produced In the United States" In 
section 3 relies on a conputatlon based on fair market value. It would be 
clearer and easier to administer if the language were to read "means 
tangible property manufactured, produced, grown, or extracted in the United 
States, the cost of the imported raw aaterlala and conponenta thereof shall 
not exceed 50 percent of the aales price." 
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enpott trade services arc reconmended: 

(a) In the list of representative services, accounting, con- 
struction franchising and licensing, and tourlan should 
be Included. These are significant service sectors 

that should be specifically Indentlfled. Even more aa with 
services than goods, fair market value la not the administra- 
tively most suitable measure of worth. Ue suggest Chat 
'■sales or billings" be substituted for "fait market value." 

(b) To Che list of export trade services, consulting and product 
research and design should be added, the latter enconpaaslng 
the adaptation of U.S. products to foreign requirements. 
Marketing, however, should be deleted because It la encompassed 

6. To clarify the range of activities for a trading company. It 
would be helpful If the report language detailed the pemlsslble activities 
beyond exporting In which a trading company can engage and what percentage 
of its total bualneaa can be taken up by non-exportlag activities. That 
report language should also make explicit that a trading coiapany can trade 
goods produced by sfflllates. If one of the Intentions of S.2379 Is to 
encourage the rapid grouth of trading companies, firms should be able to 

7. The mandate to the Secretary of Comgerce to promote the formation 
of trading companies Is a useful snd approprlste function for that depart- 
nent'a reorganized trade promotion arm. 

a. Ue endorse the provisions of S.2J79 vhich allow bank partici- 
pation In trading companies. Aside from the obvious benefit of giving 
trading companies an additional Investment source to draw from. It en- 
courages greater Involvetnent by U.S. banks In international trade. 

9, There Is a tenfold reduction In the nev bill from S,lfifi3 In 
the anount that Is available from Che Export-Import Bank for loans or 

$2,500,000 In total ate, ve believe, totally unrealistic. By way of 
Illustration, the cost of setting up Just one snail overseas branch office 
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can easily exceed $1,000,000. If Exlnbank support is too United, this 
provlBlon will not serve as nucli of an Incentive to the formation of 
trading companies. 

10, Section 7, vhlch extends Exlnbank's guarantee program to 
inventory and export accounts receivable, could be the single most 
useful part of the bill, but not as It Is presently vrltten. The three 
Judgments to be made by Exlnbank's Board of Directors are uorded so rigidly 
that we question hou much, If any, guarantees would be madE avallsbl*. 
Specifically, [he phrases "which would not otherwise occur" In subpart (1) 
and "are essential to" In subpart (1) . IE strictly interpreted, eatablish 
tests which are extremely difficult Co meet. In addition, such tests are 
not within the normal expertise of bankers, but are Instead business 
judgments. Should they be met, the word "adequately" in subpart (3) 
would require s level of security that would obviate the need for a 

exports. A requlrenent of "acceptable" security would be preferable. 

11. The provisions for new Exlmbank prograns will require renewed 
efforts to expand the overall and annual authorization levels for the Bank. 
If this not done and Exlubark remains within Its current, tight budgetary 
constraints, one can be sssured that Che language for guarantees for in- 
ventory and receivables will be strictly interpreted so aa to avoid a furchat 
drain on the Bank's United resources. 

coi^anies should be accocded comparable treatment under Che U.S. antitrust 
laws, chat treatment being an exenpttoo from antitrust coverage ao long as 
Che company's sctlvltles do not result In a subscantlal and adverse impact 
on the domestic market. Language conforming chts act with a new W«bb- 
Pomerene Act Is an appropriate way of handling this Issue. 

13. The extension of DISC eligibility to export Cradlog 
companies recoEnlzes the need to provide a favorable tax dilute for 
potential exporters. Extending the ellglblliCy to the service sector Is 

a greac step forward la the realization of Che Importance of service exports 
to our balance of trade. 

14. The new bill eliminates Che favorable tax treatment Included 
in S.1663, which would have permitted an export trading company to sleet to 
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defer corporate Income taxes. Concern about conflicts with tha 
code reaultlng froii the recent nultllateral trade negotiations n< 
this change. However, conflicts should be substantially abated by the change 
In coverage of the bill Iron trading companies exclusively engaged In ex- 
porting to companies engaged lo all aspects of trade. 

Conclusion 

It Is liqioitsnt CO note thst trading coiqianles of foreign 
countries have the advantages provided In this bill and more. Some 
govemnenta provide additional incentives, and all have fewer dlsln- 

Nevercheless, with the changes suggested In our testimony, 
S.2)79 would contribute significantly to raising U.S. businesses 
to coi^ietlclve parity with their foreign counterparts In International 
markets. Ulth proper promotion from the government, through the 
Depsrcnant of Comierce, and the private sector, through organlratlons 
like the U.S. Chamber we believe that potential exporters, and particu- 
larly small business, will view favorably the Incentives provided in 
this bill and will avail themselveB, where appropriate, of Che trading 
CDDpany fornat for doing business overseas. The result will be 
parclclpstlon by nore U.S. businesses In foreign narkets and Increased 

Senator Stevenson. Thank you, sir, and I thank you all for the 
suggestions— which are all helpful. 

One of the largest outstanding issues— I beg Senator Heinz's 
pardon — Senator Heinz. 

STATEMENT OF SENATOR HEINZ 

Senator Heinz. Mr. Chairman, thtink you very much. I appreci- 
ate your yielding to me, and I shall be brief. 

I apologize to our distinguished panel of witnesses that I did not 
hear the beginning of your testimony. I do want to msike a few 
remarks because, once eigain, I am particularly pleased that Chtiir- 
man Stevenson not only is holding these hearings, but has taken 
such an important lead in writing and introducing this legislation. 

Our first set of hearings was back in September of laat year, and 
since then I've become completely convinced of the necessity of 
legislation to promote the formation of export trading companies in 
the United States, which is why I am pleased to join you, Mr. 
Chairman, as a cos[>onsor of this bill. 

I believe that S. 2379 is one of the most important measures to 
aid the American exporting community which will be before the 
Congress in this session. And that's why I am so disappointed that 
the administration has yet to endorse this bill, or submit a similar 
proposal of their own. I would think — indeed, any reasonable 
person would think — that the $90 billion trade deficit we've had to 
endure in aggr^ate over the last 3 years would have motivated 
any prudent administration to be receptive to concepts such as the 
one that Senator Stevenson and I are conBiderii^ today. 
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As January's $4.76 billion trade deficit has convincingly demon- 
strated, a weak dollar alone is not exactly the answer to improving 
our trade deficit. What we need, and what this bill provides, are 
structural changes in the way this Nation conducts its export 
business. One of the things, of course, we hope it will do is to bring 
not only big business but medium and smaller sized businesses into 
this effort. 

It's all too easy to explain away, as some have tried over the last 
year, that the nonparticipation of the 20,000 small- and medium- 
sizExi firms identified by the Department of Commerce who could 
export, simply don't — conventional wisdom is that these firms have 
compared the large, rich, profitable domestic m£u-ket with the tiny, 
insigniflceint, unprofitable, distant, risky international environ- 
ment, and just decided not to take any chances, or maybe they 
have simply refused to msike the effort necessary to find the right 
export management firm to handle the international segment of 
their businesses. 

In some cases, these explanations may be valid, but they do not 
justify inaction on the part of the administration or the Congress, 
and I believe that in this case we have to go beyond the conven- 
tional wisdom. We have to create an environment in which the 
export market actually becomes an attractive alternative to the 
expansion of domestic market opportunities. 

And trading companies can do exactly that. 

I am a realist, Mr. Chairman. I know that we're not going to 
solve this problem overnight. Apparently the administration hasn't 
been able to solve it overnight, either, which is one of the reasons 
we don't have any witnesses from the administration today. With 
no disrespect to our witnesses, we had hoped for still more, such as 
at least one and preferably three administration witnesses. I hope 
that when the administration appears, we will get only one, eaid 
not three, positions on this proposal. 

It is a fact that trading companies in Europe and Japan have 
been highly successful in stimulating trade in the postwar era. In 
Japem, for example, the 10 largest trading companies accounted for 
12 percent of the gross sales of all Japanese industry in 1977, and 
30 percent of the gross national product. 

"Thirty percent. Now, I am well aware of the differences between 
ourselves and the Japanese. Coming from Pittsburgh, Pa., you'd 
better believe I am aware of some of the differences, what with 
Japemese steel and our steel — but nevertheless, those figures are 
impressive, and I would think that they would pique the interest of 
an agency such as the Office of the U.S. Trade Representative, 
which is charged, now that we have reorganized, with trade policy 
development. 

I am a little disappointed. I really can't understand why the 
trade representative has not come forward at any time to date with 
a plan of its own to promote trading companies or their equivalent 
or, at the very least, develop a unified administration. White 
House, President Carter backed, certified grade A, Good House- 
keeping Seal of Approval position on this legislation. It's not exact- 
ly new legislation. The original draft, S. 1663, has been around for 
more them 6 months. 
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And I would say this, if the U.S. trade representative wants to be 
considered the lead agency on trade matters, it must exert leader- 
ship on this issue. 

The fact is that if the trade representative forfeits its leadership 
in this area, it will inevitably forfeit it in others. 

I hope that when someone from STR comes here, he is inclined 
favorably toward this legislation. And I would want to know why 
there's been such a delay from Ambassador Askew — and Secretary 
Hodges, who was here, such a delay in getting back to us. 

Mr. Chairman, one last point, I think that based on some of the 
testimony that we've received so far, and that I think we're going 
to receive, we're going to build a very strong hearing record for the 
passage of this legislation. 

There have been improvements made in the origineil bill, 

Mr. Taubeneck, you and others have indicated some additional 
improvements. I have some improvements I would like to propose. 

But I think there is no doubt, from any of the people I have 
talked to, Mr. Chairman, over the last 6 months, that we are on 
the right track. 

Thank you, Mr. Chairman. 

Senator Stevenson. Thank you. 

We'll resume these hearings tomorrow at 9:30, and I'm told we'll 
hear from the administration witnesses at 2:30 on Wednesday. 
Don't hold your breath though. [Laughter.] 

Senator Heinz. Mr. Chairman, I have learned that anybody who 
holds their breath for the administration turns blue. And then, 
hopefully, they turn Republican. [Laughter.] 

Senator Stevenson. Ours, as you may be able to tell, is a biparti- 
san effort. It is a bipartisan enort that began more than 2 years 
ago to formulate an export policy for the United States, of which 
the bills before us now are just two parts. It's a much larger efTort 
than that. 

But I have to say to my good friend that while nothing has been 
done since the election of Jimmy Carter outside of this activi]^ to 
formulate such a policy, nothing was done before him either, this, 
as far as I know, is the first effort in the Congress or in any branch 
of the Federal Government under any administration to develop an 
export strategy for the United States. 

So, what's not been done lately was not done earlier either. All 
these problems didn't come home to roost just in the last 3 years. 

So, in that spirit of bipartisanship — -[Laughter,] 

Senator Heinz. Mr. Chairman, I thuik that's a feiir spirit of 
bipartisanship, but I think that the reason there is any interest in 
this is because of the chairman. The chairman has been holding 
heeuings — you have been holding hefirings, I know, because I've 
been ranking on the subcommittee for 3 years, and I can't escape 
all those hearings we've had — which I have gone to gladly I might 
add — where you have exhaustively analyzed the many problems 
we've been facing. You have challenged the conventional wisdom 
time after time and I think quite successfully. And without the 
groundwork, I don't know that we would be anywhere close to 
where we are today. I say that — it doesn't mitigate anythii^ else 
you've said, but I think it's a statement of fact. 

Senator Stevenson. Well, I thank you. 
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It has been a joint effort, and it's now enlarged to include a 
bipartisan export caucus, which numbers 65 members I behave. 
Business shares some of the responsibility, too. American business 
has not been oriented to a world market, both big and small 
business; but that's changing. 

Thank you. Senator Heinz. We will push on. 

Now, where was I? 

One of the larger, unresolved issues involves the participation of 
bEuiks in the trading companies. As you know, foreign banks par- 
ticipate very actively in trading companies. In fact, I think most 
foreign treiding companies do have bank owners. But there seems 
to be a good deal of resistance to the psirticipation of U.S. banks in 
U.S. trading compemies. One of the concerns is that this might get 
them into manufacturing. 

How do you gentlemen feel about the participation of banks, 
which is permitted under the bill as it's now written? 

PARTICIPATION OF BANKS 

Mr. Gardner. It's my feeling that we would welcome the banks. 
And I think under the proper circumstances, considering the 
merits of the transactions, the banks would support our efforts. 
And I'm speaking from experience of the banks in my community. 

Senator Stevenson. There's a strong history against nonbanking 
activities by American banks. 

Mr. Taubeneck, do you have a remark to make? 

Mr. Taubeneck. I think, clearly, one of the historical problems 
we've had in developing this kind of intermediary has been the 
legislative requirement that it be fragmented. And I think to 
permit trading and banking to come together in some reasonable 
way is a forward step. Now, what the complications are of meshing 
this with what the Fed may be trying to do, I don't know. 

Joe, would you like to add something to that? 

Mr. Prendergast. Mr. Chairman, I happen to be a banker, but 
my bank's interest in this bill is not that we be permitted to 
establish a trading company. And I think it would be misleading to 
assume that if banks are authorized to establish trading companies, 
that there will be an immediate rush for them to do this. 

I look at banks as an additional resource with some expertise, in 
many cases far-flung resources, and presence in a number of differ- 
ent countries that could be brought to bear on the export problem. 

To limit banks' participation opportunities is a disservice to the 
exporting companies that banks are trying to assist. 

Senator Stevenson. Yes, sir. 

Mr. MiNUTiLLi. I would like to add that, as we all know, many of 
our very large money-center banks and even some of our large 
regional American banks are perhaps even more export-minded or 
involved with foreign business than perhaps many other American 
businesses. And I do think that American banks, either through, 
perhaps, minority equity positions in the formation of trading com- 
panies or, perhaps, even more importantly, can meike a very lat^ 
contribution toward the management of trading companies, as op- 
posed to teiking an equity position in them. 
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I do know that in our own efforts to fonn and encourage the 
formation of r^onal trading companies, mostly among smiill busi- 
nesses, there has been a considerable amount of interest on the 
part of large regioneil bfmks, especifdly in the Midwest, toward this 
activity. And I do think they can bring to the table a considerable 
amount of expertise and management ability, which moat of these 
trading companies, when formed, are going to need very badly. 

Mr. Taubenbck. I'd like to add a point, if I could, Mr. Chairman. 
One of the anomdies that I think your bill is aimed at curing, in a 
major way, is the fact that there are laree genereil purpose trading 
companies available, but typically they re foreign owned and for- 
eign controlled. 

Now, the same is true in the bankii^ area, because U.S. banks, 
throi^h EMge Act subsidiaries, can today invest in a foreign trad- 
ing company. So there's a funny gap in what U.S. banks can do 
that your bill would cure and would tend, therefore, to meike those 
resources aveiilable for t^e first time to American trading compa- 
nies, as they are, at least in principle, to foreigners. 

Senator Stevenson. What about the tax provisions? We now 
have trading companies eligible for DISC treatment, and they 
could be eligible for taxation as subchapter S corporations; is that 
enough? 

We ve gotten some suggestions that this really doesn't give them 
enough incentive to help, particularly with the startup costs. 

Any reactions? 

Mr. Taubeneck. Well, our statement indicated, Mr. Cheurmfin, 
that we felt this was a step backward and probably an unnecessary 
step backward from the or^nal bill, which offered deferral to 
trading companies. 

Senator Stevenson. You recognize, I think, we are trying to get 
around the subsidy issue. 

Mr. Taubenbck. But as our testimony indicated, you've gotten 
around it by broadening the trading company into a generd pur- 
pose tr£iding comptmy that is not just exporting. 

Senator Stevenson. That's necessary. 

Mr. Taubeneck. Which would free it from any problem under 
the subsidies code, I suppose. 

Senator Stevenson. Well, on the other hemd, if we go too far, 
we're going to be providing tax treatment for non-export-related 
services. I think one of you raised that as a problem, too. 

The purpose is rather loosely defined. I think the primary pur- 
pose is exporting. Somebody has pointed out imports are related to 
exports, barters, third-company activities. 

If we go down that road too far, we're getting further and fur- 
ther away from the original purposes. I've got to strike a balance, 
it seems to me, between the definition — the purposes of the tradii^ 
company, which need more definition, as you indicated — and tax 
provisions that give them incentives which don't violate the codes 
and which are targeted on exports. I'm not sure we've struck that 
balance as well as it can be struck. 

Mr. Mack. Mr. Chairman, we, in our testimony, have made some 
Bi^estions with respect to some of the incremental eispecte of 
DI^ as they relate to tradii^ companies and, for that matter, to 
other exporters. We suggested increasing the threshold before the 
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incremental portion of DISC comes into play, as well as perhaps 
reducing the basis under which the incremental aspects are now 
computed. 

There is another question, which we didn't include in our testi- 
mony, but that I think the committee might want to consider. That 
has to do with how you treat an export trading company which 
forms a DISC. Would it be treated as a new DISC for purposes of 
applying the incremental aspect of DISC? Or would you impute to 
the export trading company's DISC the exports of its components 
in applying the increment? 

One thing that you might want to give consideration to is 
making clear that you would do the former rather than the 
latter — in other words, that you would treat the export trading 
company DISC as a new DISC, which, if I recall, does have a grace 
period, before the incremental aspect of DISC is applied. Otherwise, 
you could have some really odd applications of the incremental 
factor. 

Senator Stevenson. Any further comments on this whole 
problem? 

[No response.] 

FINANCING SERVICES 

Senator Stevenson. The next part which I'll come to after Sena- 
tor Heinz is the financing of Exim versus SBA if there are no 
further comments on that last one. 

Senator Heinz. 

Senator Heinz. I think that's a good place for us to keep going, 
Mr. Chairman. 

I was going to ask exactly whether, as some have si^gested, the 
Small Business Administration and/or EDA would be a more ap- 
propriate — better source of financing, startup costs, than Exim? I 
ask this also knowing that the Exim authorization is going to be 
under some considerable pressure this year and next year. 

Senator Stevenson. Let me just point out, before you respond, 
there is nothing in the bill to prevent EDA and SBA from provid- 
ing the financing services to the trading companies. 

But Senator Heinz is absolutely right, there are many pressures 
on Exim. I wish we could get additional authority in Exim for this 
kind of activity. 

Mr. Taubenbck. Well, I think there are two points worth men- 
tioning just briefly. 

First, Eximbank is far more conversant with the export picture 
generally euid with international markets and the problems of 
analyzing international customers. 

Second, I thought the bill took a fairly shrewd approach by 
emphasizing guarantees. I would expect that would be the mcy'or 
use of those provisions. Eximbank's guarantee progrtuns, to begin 
with, only count one to four against the authorization and are not 
typically utilized the way the direct loan pr(^am is, which tends 
to go to the nuissive projects. 

Senator Heinz. I believe guarantees are counted 

Senator Stevenson. One to four. 

Mr. Taubeneck. One to four, 25 percent. 
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Senator Stevenson. One to four, 25 percent. They're not in the 
budget at all. 

Mr. Taubeneck. The bill's approach emphasizes guarantees. I 
don't think that should be a major problem in the short run. 

Now, in the long run, I think everybody is familiar with Exim- 
bank's problem and the problem of exporters who see heavy con- 
straints and are troubled by the fact that the administration tends 
to look on those as similar to other loan guarantee programs. We 
think they're much different. 

Senator Heinz. Well, some people would say that the reason for 
involving SBA is that the 20,000 small-or medium-sized firms that I 
referred to in my opening statement would feel more comfortable, 
would know who the SBA was, would be more likely to understand 
that the SBA had a mission particularly consonant with their 
needs, notwithstanding, Mr. Taubeneck, your prefectly valid points. 
That, it seems to me, is an important point that I'd l^e you or one 
of the other witnesses to address since I believe that the m^'or 
reason for this trading company legislation is to get more people 
into trade. 

Mr. MiNUTiLLi. I did offer a comment. While it's certainly not 
our intention to suggest which of the Government programs of the 
administration this particular legislation would come under, I do 
think that whether we talk about the Export-Import Bank, the 
SBA, or the various other programs such as EDA, none, in any 
case, are all that familiar with the workings of trading companies 
as such since we, in effect, do not have any worthy of the name in 
this country. 

Second, it is true that Exim, of course, is more conversant with 
export markets and the various needs that arise. 

But on the other hand, I think only in the past 30 days, the SBA, 
under its existing prc^ams, has extended its 90-percent guarantee 
program, for example, to trade acceptances generated by small 
businesses. So, in fact, they are extending even today their own 
guarantees to the acceptance portion of revenues generated by 
participating small businesses. 

So it would appear, whether it is intended or not, they are 
expanding their programs to finance various types of exports gen- 
erated by small business. I do think there have been some improve- 
ments, especially in bringing about some untmimity of policy on 
the part of the SBA as opposed to, perhaps, the Balkanized ap- 
proach that had been used in the past where each region, perhaps, 
had its own policies and procedures, which in some cases bore little 
resemblance to those that might exist elsewhere. 

I do think there has been some improvement along those lines, 
and perhaps the SBA might be a useful place, given its longstand- 
ing relationships, which are improving, with small business. But I 
do defer to the other witnesses. They would perhaps have more to 
learn about exporting in general than would exist in the Export- 
Innport Bank. 

Senator Heinz. Any further comment? 

Mr. Gardner. Yes. I support both of these gentlemen in that 
view. Looking at it through the narrower view of the machine tool 
builders' group, we see the opportunities that we have not been 
able to participate in as the rather huge turnkey type operations 
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overseas, which I think require something of the scope of the 
Eximbank to handle, as opposed to the SBA where you're talking 
about a transaction involving & machine or two. 

Certainly Eximbank is much larger and much more capable of 
working with a $50 or $100 million transaction. 

Mr. Mack. Senator, at the expense of prolonging this, I think 
there are two other comments that we might make. One is that 
Congress just got done approving a megor trade reorganization, one 
of the purposes of which was to try to centralize trade functions in 
at least a couple of agencies. We question the wisdom a couple of 
months later, of turning around and reproliferatii^ trade activi- 
ties. 

Second, the competition for funds within the Commerce Depart- 
ment's EDA budget and SBA's bucket is probably at least as nerce 
and intense as the competition for funds within the Congress 
among various eictivities. 

At least you have, by focusing the attention on the Export- 
Import Bank, some recognition on the part of policymakers that 
this is an export function. If you put it in the EDA and/or in the 
SBA, the export function is competing eigain with other overall 
policy considerations. In addition to compeUng for funds within the 
Congress, the activity would be recompeting for funds within the 
agency itself. 

ANTITRUST TYPE OF ARGUMENT 

Senator Heinz. Thank you. Not everybody is as enthusiastic 
about trading companies £is we are. Those people who are less 
enthusiastic about them essentially make an antitrust type of argu- 
ment. Some of the statements that they make are to the effect that 
tretding companies tend to promote oligopolistic concentration and 
therefore begin to have a negative impact on the whole economy, 
that they need to operate domestically as trading companies as 
well as in foreign markets, and in order to be financifilly feasible, 
that in turn creates antitrust enforcement problems. And, there- 
fore, they raise the question of how you keep the domestic side 
from being influenced by the agreements arrived at for the export 
market. 

It is argued that they can be used to artificially hold prices up 
domestically by selling what is in surplus abroad. It has been 
argued that they lead to the creation of foreign cartels by virtue of 
an export cartel having been created here. And it is argued Uiat 
they are used only to set prices and not to increase sales by t^e 
establishment of sales agents. 

How would you respond to those people who are critical on 
antitrust grounds? 

Mr. Taubeneck? 

Mr. Taubeneck. In a word, beilderdash. 

Senator Heinz. Do you have an)rthing else other than that? 
[Laughter.] 

Mr. Taubeneck, I didn't get all of those points exactly as you put 
them. Senator Heinz, but it seems to me that their vagueness 
reveals very clearly the problem that American business mces in 
trying to work out some of its export problems. If you assume that 
for us to succeed in international competition we ve got to some- 
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how bring more pieces t<^ther than we've done in the past, we've 
got to be able to do so. And if you assume, furthermore, that 
exports are important, those kinds of vague anxieties, it seems to 
me, pale more or less in significance. I don't see how they really 
amount to anything except the short supply issue, which has al- 
ready been addressed in the Export Administration Act. 

You know when things are in short supply, and encoureiging the 
export of those things is going to have a price impact on the 
domestic economy. The tools are available to deal with that prob- 
lem, emd they should be. 

Mr. MiNimLLi. I do think that with regard to the fears that the 
sale of surpluses overseas would drive up domestic pricing — this 
conceptufdly, I guess, could occur, but I think it's far preferable to 
have a situation where our productivity is creating surpluses, and 
these, after all, have to compete competitively in world markets. 

It's far preferable than to have the reverse occuring where such 
surpluses are being created elsewhere and jobs maintained else- 
where, at the risk of dumping those surpluses, for example, on 
domestic markets — that is, U.S. domestic markets. So I do think, at 
least, it puts us all on an equal footing with regard to the same 
problem. And I guess that's the best response that I can think of to 
that contention. 

Mr. Gardner. Well, I don't know of any reason to feel that all 
the regulations that now apply would not continue to apply. The 
legislation indicates that the ETC will still be looking over the 
shoulders of these groups, and I can't imagine that they would go 
away. 

I wanted to touch on one other aspect of this that Mr. Minutilli 
mentioned earlier. We see this as providing jobs for American 
workers. It should certtunly help our balance of trade. But there's a 
very important area that wasn't addressed at all or no one has 
mentioned today, as far as the machine tool industry is concerned. 
That is the strength we think this will give our industrial base 
from a defense standpoint. 

We're talking now about rebuilding the defense capabilities of 
this country. I CEm tell you now that the capacity is not there to 
take care of the domestic needs as well as a superimposed high 
level of defense work on top of it. One of the reasons is that 
through the years we have not been able to compete abroad, and 
we've shrunk our capacity relative to what's been created in the 
market of the world. 

S. 2379 addresses that problem. It hasn't been mentioned here 
today. But I think it's one of the most important aspects of what 
you're proposing. Senator. I think it's wonderful. 

Senator Heinz. Senator Stevenson? 

Senator Stevenson. I only have one more question. It recalls 
yours. 

Is the antitrust protection adequate by takii^ the provisions of S. 
864 and applying them to trading companies? Does that give them 
enough protection against complaints, both from the Government 
and the private sector, of antitrust violations? 

Mr. Taubeneck. We think it should. What's enough protection 
from the Government, you're asking? [Laughter.] 
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For a very strong endorsement, I'm not sure I can give it that, 
but it certainly seems to us to do the job. 

We're assuming in talking about it that S. 864 would go through. 

Senator Stevenson. Yes. 

Senator Heinz. Mr. Chairman, may I just be clear. We're talking 
about S. 864 with the amendment that Senator Danforth has pro- 
posed? 

Senator Stevenson. That's right. 

Senator Heinz. Which is amendment No. 1674. I just want to be 
sure that we are clear on what we're referencing. 

Are you speaking, Mr. Taubeneck, about the bill as amended by 
Senator Danforth's amendment? 

Mr. Taubeneck. Right. And speaking about the provision of S. 
2379 which incorporates the Danforth amendment. Right. 

Senator Stevenson. It seems to me like they might make a 
pretty good single bill, somehow woven together. 

Senator Heinz? 

Senator Heinz. As this l^lslation is written, some people have 
expressed some concern that it would permit State and local gov- 
ernments to form trading companies. 

Does that concern you? 

Mr. Taubeneck. We see no harm in it, and I suppose in some 
cities, metropolitan areas, States, it could be advantageous. I think 
it's an interesting experiment. 

Senator Heinz. Any others? 

Mr. MiNUTiLU. I would respond that in many parts of the coun- 
try it's most appropriate that these local governments — State and 
local governments— be encouraged to participate. As you know, in 
many cities, the port authorities are either under the jurisdiction 
of the city or in more cases the States. And this is where the body 
of knowledge, in many cases, exists in many of our States. So I do 
think that this is a very important added ingredient in this legisla- 
tion. I think while it needs to be evaluate and monitored at a 
later time, I don't think of it as an intrusion of government into 
areas that are normally best handled by private enterprise. 

Senator Heinz. Thank you, Mr. Chairmem. 

Senator Stevenson. Tomorrow's hearing will be in this room. 
The hearing on Wednesday at 2 o'clock in which we will hear from 
administration witnesses will be in room 4202. 

Thank you again, gentlemen. The subcommittee is adjourned. 

[Whereupon, at 3:20 p.m., the hearing was recessed to reconvene 
at 9:30 a.m., Tuesday, March 17, 1980.] 

[Copies of the bUU, and the amendment under consideration at 
this hearing follow:] 
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S.2379 



To encourage eiports b; facilitating the fonnUion and operatioD of export trading 
companies and the OKpansion of export trade services generally. 



m THE SENATE OF THE UNITED STATES 

Uabch 4 flegiaUtive day, Januabt 3), 1980 
Ur. Stevenson (for himself, Hr. Heinz, Hr. Javits. Hr. Bentsen, and Hr. 
Olbnn) introduced the following bill; which waa read twice and reCemid to 
the Committee on Banking, Housing and Urban Affura 



A BILL 

To encoura^ exports by facilitating the formation and operation 
of export trading companies and the expansion of export 
trade services generally. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of AtMrica in Congress aaaembled, 

3 SHOBT TITLE 

4 Section 1. This Act may be cited us the "Export 

5 Trading Company Act of 1980". 

6 FINDINGS 

7 Sec. 2. (a) The Congress finds and declares that — 
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1 (1) tens of thousands of American companies pro- 

2 duce exportable goods or services but do not engage in 

3 exporting; 

4 (2) although the United States is the world's lead- 

5 ing agricultural exporting nation, many farm products 

6 are not marketed as widely and effectively abroad as 

7 they could be through producer-owned export trading 

8 companies; 

9 (3) exporting requires extensive specialized knowl- 

10 edge and skills and entails additional, unfamiliar risks 

11 which present costs for which smaller producers cannot 
13 realize economies of scale; 

13 (4) export trade intermediaries, such as trading 

14 companies, can achieve economies of scale and acquire 

15 expertise enabling them to export goods and services 

16 profitably, at low per unit cost to producers; 

17 (5) the United States lacks well-developed export 

18 trade intermediaries to package export trade services 

19 at reasonable prices (exporting services are fragmented 

20 into a multitude of separate functions; companies at- 
31 tempting to offer comprehensive export trade services 

22 lack financial leverage to reach a significant portion of 

23 potential United States exporters); 
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1 (6) the development of export trading companies 

2 in the United States has been h&mpered by insulu* 

3 business attitudes and by Government regulations; and 

4 (7) if United States export trading companies are 

5 to be successful in promoting United States exports 

6 and in competing with foreign trading companies, they 

7 must be able to draw on the resources, expertise, and 

8 knowledge of the United States banking system, both 

9 in the United States and abroad. 

10 (b) The purpose of this Act is to increase Unit«d States 

11 exports of products and services by encouraging more effi- 

12 cient provision of export trade services to American produc- 
ts ers and suppliers. 

14 DEFmiTlONB 

15 Sbc. 3. (a) As used in this Act — 

16 (1) the term "export trade" means trade or com- 

17 merce in goods produced in the United States or serv- 

18 ices produced in the United States exported, or in the 

19 course of being exported, from the United States to 

20 any foreign nation; 

21 (2) the term "goods produced in the United 

22 States" means tangible property numufactured, pro- 
2S duced, grown, or exbwsted in the United States, not 
24 more than 50 per centum of the fair market value of 
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4 

1 which is attributable to articles imported into the 

2 United States; 

3 (3) the tenn "services produced in the United 

4 States" includes, but is not limited to amusement, ar- 

5 chitectural, automatic data processing, business, com- 

6 munications, consulting, engineering, financial, insur- 

7 ance, legal, management, repair, training, and trans- 

8 portation services, not less than 50 per centum of the 

9 fair market value of which is provided by United 

10 States citizens or is otherwise attributable to the 

11 United States; 

12 (4) the term "export trade services" includes, but 

13 is not limited to, international market research, adver- 

14 tiaing, marketing, insurance, legal assistance, transpor- 

15 tation, including trade docimientation and freight for- 

16 warding, communication and processing of foreign 

17 orders to and for exporters and foreign purchasers, 

18 warehousing, foreign exchange, and financing when 

19 provided in order to facilitate the export of goods or 

20 services produced in the United States; 

21 (5) the term "export trading company" means a 

22 company which does business under the laws of the 

23 United States or any State and which is organized and 

24 operated principally for the purposes of — 
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1 (A) ezportjng goods or services produced in 

2 the United States; and 

3 (B) facilitating the exportation of goods and 

4 services produced in the United States by unaffQ- 

5 iated persons by providing one or more export 

6 trade services; 

7 (6) the t«rm "United States" means the several 

8 States of the United States, the District of Columbia, 

9 the Commonwealth of Puerto Rico, the Virgin Islands, 

10 American Samoa, Quam, the Commonwealth of the 

11 Northern Mariana Islands, and the Trust Territory of 

12 the Pacific Islands; 

13 (7) the term "Secretary" means the Secretary of 

14 Commerce; and 

15 (8) the term "company" means any corporation, 

16 partnership, association, or similar organization. 

17 (b) The Secretary is authorized, by regulation, to further 

18 define such terms consistent with this section. 

19 FUNCTIONS OF THE BECBETABY OF COMMESCE 

20 Sbc. 4. The Secretary shall promote and encourage the 

21 formation and operation of export trading companies by pro- 

22 viding information and advice to interested persons. The Ag- 

23 sistant Secretary of Commerce for Trade Promotion shall be 

24 responsible for such activities and shall provide a referral 
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1 service to facilitate contact between producers of exportable 

2 goods and services and firms offering export trade services. 

3 OWNEBSHIP OP EXPOBT TBADINO C0BIPANIE8 BT BANKS, 

4 BANK HOLDraG COMPANIES, AND IKTEBNATIONAL 

5 BANKING COBPOBATION8 

6 Sec. 5. (a) For the purpose of this section — 

7 (1) the tenn "banking organization" means any 
6 State bank, national bank, bank holding company, 
9 Edge Act Corporation, or Agreement Corporation; 

10 (2) the term "State bank" means any bank which 

11 is incorporated under the laws of any State, any terri- 

12 toiy of the United States, the Commonwealth of 

13 Puerto Kco, Quam, American Samoa, the Common- 

14 wealth of the Northern Mariana Islands, or the Virgin 

15 Islands, or which is operating under the Code of Law 

16 for the District of Columbia (except a national bank); 

17 (3) the term "State member bank" means any 

18 State bank which is a member of the Federal Reserve 

19 System; 

20 (4) the term "State nonmember insured bank" 

21 means any State bank which is not a member of the 

22 Federal Reserve System, but the deposits of which are 

23 insured by the Federal Deposit Insurance Corporation; 
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1 (5) the term "bank holding compuiy" has the 

2 same meaning as in the Bank Holding Company Act of 

3 1956; 

4 (6) the term "Edge Act Corporation" means a 

5 corporation organized under section 25(a) of the Fed- 

6 eral Reserve Act; 

7 (7) the term "Agreement Corporation" means a 

8 corporation operating subject to section 25 of the Ped- 

9 eral Reserve Act; 

10 (8) the term "appropriate Federal banking 

11 agency" means — 

13 (A) the Comptroller of the Currency with re- 

13 spect to a national bank; 

14 (B) the Board of Governors of the Federal 

15 Reserve System with respect to a State member 

16 bank, bank holding company, Edge Act Corpora- 

17 tion, or Agreement Corporation; and 

18 (C) Uie Federal Deposit Insurance Corpora- 

19 tion with respect to a State nomnember insured 

20 bank; 

21 (9) the term "capital and surplus" means paid in 
23 and imimpaired capital and surplus, and includes undi- 

23 vided profits and such other items as the appropriate 

24 Federal banking agency may deem appropriate; 
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1 (10) an "affiliate" of a banking organization or 

2 export trading company is a person who controls, is 

3 controlled by, or ia under common control with such 

4 banking organization or export trading company; 

5 (11) the term "control" means the power, directly 

6 or indirectly, to vote more than 50 per centum of the 

7 voting stock or other evidences of ownership of any 

8 person, or otherwise having the power to direct or 

9 cause the direction of the management or pohcies of 

10 any person; and 

11 (12) the tenn "export trading company" has the 

12 same meaning as in section 3(5) of this Act, or any 

13 company organized and operating piincipally for the 

14 purpose of providing export trade services, as defined 

15 in section 3(4) of this Act. 

16 (b) Notwithstanding any prohibition, restriction, Umita- 

17 tion, condition, or requirement contained in any other provi- 

18 sion of law, any banking organization, subject to the proce- 

19 dures, limitations and conditions of this section, may acquire 

20 and hold for its own account, either directly or indirectly, the 

21 voting stock or other evidences of ownership of any export 

22 trading company. 

23 (c)(1) Any banking organization may invest not more 

34 than 5 per centum of its capital and surplus in no more than 

35 50 per centum of the voting stock or other evidences of own- 
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1 ership of any export trading company without obtaining the 

2 prior approval of the appropriate Federal banking agency, 

3 except tbat an Edge Act Corporation not engaged in bank- 

4 ing, as defined by the Board of G^ovemors of the Federal 

5 Reserve System, may invest up to 25 per centum of its capi- 

6 tal and surplus in no more than 50 per centum of the voting 

7 stock or other evidences of ownership of any such company 

8 without obtaining the prior approval of the Board of Gover- 

9 nors of the Federal Reserve System. 

10 (2) Any banking organization m&y, subject to the Umita- 

1 1 tioDS contained in subsection (e), make an investment in the 

12 voting stock or other evidences of ownership of an export 

13 trading company which does not comply with paragraph (1), 

14 if it files an application with the appropriate Federal banking 

15 agency to make such investment and within sixty days after 

16 the receipt of such application, the approfHiate Federal bank- 

17 ing agency has not issued an order pursuant to subsection (d) 

18 denying such proposed investment. The appropriate Federal 

19 banking agency may require such information in any applica- 

20 tion filed pursuant to this subsection as is reasonably neces- 

21 sary to consider the factors specified in snbsection (d). An 

22 appticatjra is received for the purpose of this paragra^ih when 

23 it has been accepted for processing by the appropriate Fed- 

24 oral banking agency. Upon receipt of an application, the ap- 

25 propriate Federal banking agency shall transmit a copy 
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1 thereof to the Secretary of Commerce and afford the Secre- 

2 tary a reasonable time, not to exceed thirty days, to present 

3 the views of the Department of Commerce on the application. 

4 An investment may be made prior to the expiration of Uie 

5 disapprovai period if the appropriate Federal banking ageni^ 

6 issues written notice of its bitent not to disapprove the 

7 investment. 

8 (3) Any banking organization whose proposed acquiai- 

9 tion under para^aph (2) is disapproved by an order of the 

10 appropriate Federal banking agency under subsection (d), 

11 may obtain a review of such order in the United States Court 

12 of AppeaJs within any circuit wherebi such organization has 

13 its principal place of business, or in the Court of Appeals for 

14 the District of Columbia Circuit, by Gling a notice of appeal 

15 in such court within thirty days from the date of such order, 

16 and simultaneously sending a copy of such notice by regis- 

17 tered or certified mail to the appropriate Federal banking 

18 agency. The appropriate Federal banking agency shall 

19 promptly certify and file in such court the record upon which 

20 the disapfffoval was based. The court shall set aside any 

21 order fotmd to be (A) aH>itrary, capricious, an abuse of discre- 

22 ti(Hi, or otherwise not in accordance with law; <B) contnuy to 

23 constitutional right, power, privilege or immuniQr; (C) m 

24 excess of statutory jurisdiction, authori^, or limitations, or 
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1 short of sttrtutory ri^t; or (D) not in accordance with the 

2 procedures required by this section. 

3 ' (^ The appropriate Federal banking agency may disap- 

4 prove any investment for which an application is filed under 

5 subsection (c)(2) if it finds that the export-related benefits of 

6 Huch acquisition are clearly outweighed in the pubhc interest 

7 by adverse competitive, financial, muiageri&I, or other bank- 

8 ing factors associated with the particular acquisition. In 

9 weighing the export-related benefits of a particular proposal, 

10 the appropriate Federal banking agency shall give due con- 

11 sideration to the views of the Department of Commerce fur- 

12 nished pursuant to subsection (c)(2), and shall give special 

13 weight to any application that will open new markets for 

14 United States goods and services abroad, or that wiU involve 

15 small- or medium-size businesses or agricultural concerns 

16 new to the export market. Any disapproval order issued 

17 under this section must contun a statement of the reasons for 

18 disapproval. 

19 (e)(1) No banking organisation holding voting stock or 

20 other evidences of ownership of any export trading company 

21 may extend credit or cause any affiliate to extend credit to 

22 any export trading company or to customers of such company 

23 on terms more favorable than those afforded similar borrow- 

24 ers in similar circumstances. 
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1 (2) Except as provided in subsectioii (c)(1), no banking 

2 organization may, in the aggregate, invest in excess of 10 per 

3 centum of its capital and surplus io the stock or other 

4 evidences of ownership of one or more export trading 

5 companies. 

6 (f) The appropriate Federal banking agencies may adopt 

7 such rules and regulations and require such reports as are 

8 necessary to enable them to carry out the provisions of this 

9 section and prevent evasions thereof. 

10 DHTIAL mVESTHBNTS AND OPBBATING BZPBNBBS 

11 Sbc. 6. (a) The Export-Import Bank of the United 

12 States is authorized to provide loans or guarantees to export 

13 trading companies to help such companies meet operating ex- 

14 penses and m^e investments in facilities related to the 

15 export of goods or services produced in the Unit«d States, or 

16 related to the provision of export trade services, if in the 

17 judgment of the Board of Directors of the Bank — 

18 (1) the loans or guarantees would facilitate ez- 

19 ports which would not o^rwise occur; 

20 (2) the company is unable to obtun sufGcient fi- 

21 nancing on reasonable terms firom other sources; and 

22 (3) there is reasonable assurance of repayment. 

28 (b) Loans and guarantees under this section ihall be 

24 used only for the Snuicing of exports and export trade serv- 

25 ices. The amount of loans and guarantees to any single con- 
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1 cem in any year may not exceed 50 per centum of such con- 

2 cern's annual operating expenses, as determined by the 

3 Board. 

4 (c) The bank shall not make loans or guarantees availa- 

5 ble to any one company in excess of 1 1,000,000 in any 

6 twelve-month period, or $2,500,000 in total. The aggregate 

7 amount of loans or guarantees outstanding at any time under 
8, this section may not exceed $100,000,000. The authority 
9 granted by this section shall expire five years after the date 

10 of enactment of this Act. 

11 0DABANTBE8 FOB EXPORT ACCOUNTS BECEIVABLB ANB 

12 mVENTOEY 

IS Sec. 7. The Export-Import Bank of the United States 

14 is authorized and directed to provide guarantees for up to 80 

15 per centum of the principal of loans extended by financial 

16 institutions or other private creditors to export trading com- 

17 panies as deBned in section 3(5) of this Act, or to exporters, 

18 for periods up to one year when in the judgment of the Board 

19 of Directors — 

20 (1) such guarantees would facilitate expansion of 

21 exports which would not otherwise occur; 

32 (2) the guarantees are esaenti&l to enable the 

23 export trading company or exporter to receive ade< 

24 quate credit to conduct normal business operations; and 
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1 (3) the giuractoes are adequately secured by 

2 export accounts receivable or inTentories of exportable 

3 goods. 

4 Gtianudees provided under the authority of this section shall 

5 be subject to limitations contained in annual appropriations 

6 Acts. 

7 BLIQIBILITT OF STATE OB LOCAL OOVBBNMBNT-OWNBD 

8 BXPOBT TKADINQ COHPAIRBS 

9 Sbc. 8. Nothing in this Act preempts or oUierwise re- 

10 stricts, prevents, or discourages any State or local govem- 

11 ment, or other governmental authority from organizing, 

12 owning, or otherwise participating in or supporting export 

13 trading companies. In carrying out the authori^ provided by 

14 sections 6 and 7, the E:qK>rt-Lnport Bank of Uie United 

15 States shall not deny eligitnlity to an export trading company 

16 on the basis of ownership of such company hy a State or local 

17 government or other governmental authority. 

18 BLIOIBILITT UNDBB THE WEBB-POHEBBNE ACT 

19 Sec. 9. Section 2 of the Wehh-Fomerene Act (15 

20 U.8.C. 62) is amended— 

21 (1) by ingertiiig after "engaged solely in such 

32 export trade," the following: "or mOt respect solely to 

33 its export trade activities, any corporation which is an 

24 export trading company as defined in section 3(5) of 

25 the Export Trading Company Act of 1980,"; and 
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1 (2) by iuaertiiig "or export trading company" after 

2 "association" each place, after the first, it appears. 

3 APPLICATION OP DISC BULBS TO BXPOBT TBADIHG 

4 COHPANIBB 

5 Sbc. 10. (a) Paragraph (3) of seotioD 992(d) of the In- 

6 temal Revenue Code of 1954 (relating to ineligible corpora- 

7 tiona) is amended by inserting before the comma at the end 

8 thereof the following: "(other than a financial institution 

9 which is a banking organization as defined in section 5(a)(1) 

10 of the Export Trading Company Act of 1980 investing in the 

1 1 voting stock of an export trading company (aa defined in sec- 

12 tion 3(5) of the Export Trading Act of 1980) in accordance 

13 with the provisions of section 5 of such Act)". 

14 (b) Paragraph (1) of section 993(a) of the Internal Reve- 

15 nue Code of 1954 (relating to qualified export receipts of a 

16 BISC) is amended— 

17 (1) by striking out "and" at the end of subpara- 

18 graph (G), 

19 (2) by striking out Uie period at the end of sub- 

20 paragraph (H) and inserting in lien thereof "and", and 

21 (3) by adding at the end thereof the following new 

22 subparagraph: 

23 "(I) in Uie case of a DISC which is an 

24 export trading conqiany (as defined in section 3(6) 

25 of the Export Trading Cranpany Act of 1980), or 
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1 whkh is a sulniduiy ol nieh a eomfmy, gnm re- 

2 ceipts. from the export of serviceg produced in Ibe 

3 United States (as defined in section 3(3} <rf such 

4 Act) or from export trade serrices (aa defined in 

5 section 3(4) of auch Act).". 

6 (c) The Secretaiy of Commerce, after consoltatiiHi with 

7 the Secretary of the Treasury, shall devefop, prepare, and 

8 distribute to interested parties, inchiding potential exportna, 

9 information concerning the manner in wUeh an export trad- 

10 in; company can utilize the provisionB of part IV of sub- 

11 chapter N of chapter 1 of the Internal Revenue Code of 1954 

12 (relating to domestic international sales corporations), and 

13 any advantages or disadvantages which may reastmably be 

14 expected from the election of DISC status or the establish- 

15 inent of a subsidiary corporation which is a DISC. 

16 (d) The amendments made by this section shall apply 

17 with respect to taxable years beginning after December 31, 

18 1980. 

19 SUBCHAPTEB S STATUS FOB BXPOBT TBADINO 

20 COMPANIES 

21 Sbc. U. (a) Paragraph (1) of section 1371(a) of the 

22 Internal Revenue Code of 1954 (rela.ting to the definition of a 

23 small business corporation) is amended by inserting ", except 

24 in the case of the shareholders of an export trading company 

25 (as defined in section 3(5) of the Export Trading Company 
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1 Act of 1980) if such shareholders are otherwise small busi- 

2 ness corporations for the purpose of this subchapter," after 

3 "shareholders". 

4 (b) The first sentence of section 1372(e)(4) of such Code 

5 (relating to foreign income) is amended by inserting ", other 

6 than an export trading company," after "small business 

7 corporation". 

8 (c) The amendments made by this section shaU apply 

9 with respect to taxable years beginning after December 31, 
10 1980. 
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To eiUbliih within tha Department at Coaaaenie tn office to pramMe md 
encoura^ the fomutioii ind uliUiatioD of export trade utociitioiu, and for 
other purpOM*. 



IN THE SENATE OF THE UNITED STATES 

Arsa 4 (legisl&tive di;, Fbbeuabv 32), 1979 
Ur. Danfoeth (for himiclf, Mr. Brktsbn, Ht. Chafsb, Ut. Jattts, ud Mr. 
Hatkiab) introduced the followinf bill; which wu read twice and referrod 
to the Commitlee on Banking, Houibg, and Urban Affun 



A BILL 

To establish within the Department of Commerce an office to 
promote and encoura^ the formation and utilization of 
export trade associations, and for other purposes. 

1 Be it enacted by the Senate and Home of RepresejUth 

2 tivea of the United States of America in Congress asserrd^ed, 

3 SECTION 1. SHORT TITLE. 

4 This Act maj be cited as the "Export Trade Assoct- 

5 adon Act of 1979". 

6 SEC 2. FINDINGSi DECLARATION OF PURPOSE. 

7 M FiNDlNOS. — The Confess Snds and declares that — 
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1 (1) in 1978 the United States suffered the largest 

2 trade deHcit in its history, amounting to approximately 

3 $30,000,000,000; 

4 (2) the trade deficit has contributed to the decline 

5 of the dollar on international currency markets and has 

6 led to widespread public concern about the strength of 

7 the dollar; 

8 (3) the exports of the American economy are re- 

9 sponsible for crea^g and maintaining one out of every 

10 nine manufacturing jobs in the United Stales and (or 

11 generating one out of every seven dollars of total 

12 United States goods produced; 

13 (4) foreign-govemment-owned and fore^-govem- 

14 ment-subsidized entities compete directly vrith private 

15 United States exporters for shares of the world market; 

16 (5) between 1968 and 1977 the United States 

17 share of total worid expottB fell firom 19 percent to 13 

18 percent; 

19 (6) service-related industries are vital to the well- 

20 being of the American economy inasmuch as they 

21 create Jobs for seven out of every ten Americans, pro- 

22 vide 65 percent of the Nation's gross national product, 
33 and represent a small but rapidly rising percentage of 
24 United States mtemational trad^ 



jdbyGoOglc 



8 

1 (7) imall and medium-sized firms &re prime boie- 

2 fidaries of joint exporting, thnnigb pooling of technical 

3 expertise, belp in achieving economies of scale, and sa- 

4 sistance in competing effectively in foreign voMtkBta; 

5 and 

6 (6) the Department of Commerce has as one of its 

7 respoDBibilitieg the development and promotioQ td 
6 United States exports. 

9 (b) FuBPOBE. — It is the purpose of this Act to encoor- 

10 age American exports hj establishing an office within the 

11 Department of Commerce to encourage and promote the for- 

12 mation of export trade associations through the Webb* 

13 Pomerene Act, by making the provisions of that Act e^)licit- 

14 ly applicable to the exportation of Bervices, and by transfer- 
16 ring the responsibility for administering that Act from the 

16 Chairman of the Federal Trade Commission to the Secretaiy 

17 of Commerce. 

18 SEC 3. DEFINITIONS. 

19 The Webb-Fomerene Act (15 U.S.C. 61-66) is amend- 

20 ed by striking out the first section and inserting in lieu there- 

21 of the following: 

22 "SECTION I. DEFINmONS. 

23 "As used m this Act — 

24 "(1) Export trade.— The term 'export trade' 

25 means trade or commerce in goods, wares, merchan- 
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1 dise, or services exported, or in the course of being ex- 

2 ported from the United States or any temtoi7 thereof 
8 to any foreign nation. 

4 "(2) Sebvice. — The term 'service* means intangi- 

5 ble economic output, including, but not limited to — 

6 "(A) business, repur, and amusement serv^ 

7 ices; 

8 "(B) management, legal, eng^eering, archi- 

9 tectural, and other professional services; and 

10 "(C) financial, insurance, transportation, and 

11 communicatioQ services. 

12 "(3) ExpoBT TBADB AonvtnBS.— The term 

13 'export trade activiUes' includes any activities <ff 

14 agreements which are incidental to export trade. 

15 "(4) Tease within the United States. — The 

16 term 'trade within the United States' means trade be- 

17 tween or among — 

18 "(A) the several States of the United States, 

19 "(B) the territories of the United States, or 

20 "(C) the District of Cdumlua and the several 

21 States or Teiritwies (rf the United States. 

22 "(5) Association. — The term 'assomtion' 

23 means any combination, by contract or other airange- 

24 ment, of persons vrho axe citizens of the United States, 

25 partnerships which are created under and exist pursu- 



ed byGoogIc 



70 



5 

1 ant to tlie laws of any State or of the United States, or 

3 corporations whicb are created under and enst purm- 

3 ant to the laws of an; State or of the United States. 

4 The term 'association' does not include a combination 

5 of any of the above iritb a subaidiarf located in the 

6 United States which is coobvlled by a foreign entity. 

7 "(6) ANTiTBDaT LAwa.— The term 'antitrust 

8 laws' means the antitrust laws defined m the first see- 

9 tion of the Clayton Act (15 U.S.C. 12) and section 4 

10 of the Federal Trade Commission Act (15 U.S.C. 44), 

11 any other law of the United States in pari materia with 

12 those laws, and my State antitrust or unfur competi- 

13 tion law. 

14 "(7) SECBBTABT.^The term 'Secretaiy* means 

15 the Secretaiy of Commerce. 

16 "(8) Attobnbt Obnbbal.— The tonn 'Attorney ■ 

17 General' means the Attorney General of the United 

18 States. 

19 "(9) Chaibmaw.— The term 'Chiurman* means 

20 the Churman of the Federal Trade Commission.", 

21 SEC 4. ANTITRUST EXEMPTION. 

22 Section 2 of the Webb-Pomerene Act (15 U.S.C. 62) ia 

23 amended to read as follows: 
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1 "SEC 2. BXEMPnON FROM ANTITRIIST LAWS. 

2 "W Oenebal Bulb. — Any uBOciation certified ac- 

3 cording to the procedures set forth in this Act, entered into 

4 for the sole purpose of engaging in export trade, and engaged 

5 in such export trade, is exempt firom the application of the 

6 antitrust laws if Uie assodation and the export trade actlvi- 

7 ties in which it and its members are engaged or propose to be 

8 engaged — 

9 "(1) serve to preserve or promote export trade; 

10 "(2) result in neither a substantial restraint of 

11 competition vithin the United States nor a substantial 
13 restrunt of the export trade (rf my domestic competitor 

13 of such assodation; 

14 "(3) do not unreasonably enhance, stabilize, or de- 

15 press prices within the United States of the goods, 

16 wares, merchandise, or services of the class exported 

17 by such association; 

18 "(4) do not constitute un&ur methods of competi- 

19 tion agunst dcmiestic competitors engaged in the 

20 export trade of goods, wares, merchandise, or services 

21 of the class e^qtorted by such association; 

22 "(S) do not mclude any act which results, or may 

23 reasonably be expected to result, in the sale for con- 

24 sumption or resale within the United States of the 

25 goods, wares, merchandise, or services exported by the 

26 astodatim w its members. 
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1 "(6) do not eonstitate trade or eommene in Ae 

8 Beennng ctf patents, technology, trademarks, ot know- 

3 how. except a> mcidental to the sale of the goods, 

4 varea, mercbandise, or servkea exported by the assod- 

5 atioQ or its members. 

6 "(b) Empobcbuent bt Fbdbsal Aobhohb Onlt. — 

7 "(1) Stahdinq. — No person other Uian a depart- 

8 ment or agency of the United States, or an irfGcer fit 

9 the United States acting in his official capaci^, shall 
have standing to bring an action agunst an asBoeiati«L 
for faSure to meet the requirements of subsection M> 

12 "(3) PETmONS BT THIBD PABTIE8. — ^WheneTflr 

13 any person has reason to believe that an association 
IbUb to meet any requirement of subsection (a), ha may 

15 file a petition, alleging such failure and requesting the 

1$ commencement of appropriate enforcement action, widi 

17 the Secretary. Unless the Secretary, in consultation 

with the Attorney General and Chairman, determines 
that the petition does not make allegations upon wluch, 

20 if true, an enforcement action could be based, he shall 

21 conduct an adjudicatory proceeding in accordance with 

22 the provisions of section 554 of title 5, United States 

23 Code, for the purpose of determining the truth of the 

24 matters alleged. If he determines that the allegations 

25 contained in the petition are true, and that thej indi^ 
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1 cat« that the association does not meet a requirement 

2 of subsection (a), then he shall bring on ac^on agtun^t 

3 the association under paragraph (3), 

4 "(8) Beubdies. — Such a department, agency, or 

5 officer acting in his official capacity may bring an 

6 action for the revocatioo, m whole or in part, of an as- 

7 sociation's certification on the ground that it fails, or 

8 has failed, to meet a requirement of subsection (a), or 

9 to enjoin or restrain an association from enga|^ in 

10 any actinty which fails to meet any condition set forth 

11 in paragraphs (I) through (6) of subsection (a). 

13 "(4) JuEiSDiCTiON. — Any action brought under 
IS subsection (b) shall be considered as an action de- 

14 scribed in section 1337 of title 28, United States 

15 Code.". 

16 SEC S. AMENDMENT OF SECTIONS 3 AND 4. 

17 (a) CoNFOBMiNO Changes m Style.— The Webb- 

18 Fomerene Act is amended— 

19 (1) by inserting immediately before section 3 (15 

20 U.S.G. 63) the following: 

21 "SEC S. OWNERSHIP INTEREST IN OTHER IKADB ASSOQ- 

22 ATI0N8 PERMITTED.-. 

23 (2) by Striking out "Seo. 3. That nothing" in sec- 

24 tion 3 and inserting in Ueu therectf "Nothing", 
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1 (3) by inserdng immediately beftnv Bection 4 the 

2 following: 

3 "8EC. 4. UNFAIR METHODS OF COMPEnTION AGAINST DO- 

4 MESTIC COSIFEnTORS PRORIBITOD.". 

5 and 

6 (4) by striking out "Ssc, 4. That the" in section 

7 4 and inserting in lieu thereof "The". 

8 (b) LraiTATiON OF Unfair Cohpbtition Pbohibi- 

9 TiON TO Domestic Goupetitobs. — Section 4 of the Act 

10 {15 U.S.C. 64) is amended by inserting "domestic" before 

11 "competitors". 

12 SEC S. ADSnNlSTRATION; ENFORCEHENl^ REPORTS. 

13 (a) In Qenebal. — The Webb-Fomereae Act is amend- 

14 ed by striking out section 5 and inserting in lieu thereof the 

15 following sections: 

16 "SEC B. CERTinCATION. 

17 "(a) Application,— In order to obtain certification as 

18 an association engaged solely in export trade, a person shall 

19 file with the Secretary a written notice of intent to meet for 

20 the purpose of determining the desirability of applying for 

21 certification and, within 60 days after such meeting, unless 

22 such person has filed with the Secretary a written notice or 

23 decision not to apply for: certJncation, a written application 

24 for certification setting forth die followii^ 

25 "(1) The name oIlhejaaaociatioD, 
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1 "(2) The locatioD of all of the usociatioD's offices 

2 or places of busmess in the United States and abroad. 
8 "(3) The names and addresses of all of the associ- 
4 ation's ofGcers, stockholders, and members. 

6 "(^ A copy of the certificate or articles of incor- 

6 poration and bylavs, if the association is a corporation; 

7 or a copy of the articles or contract of association, if 

8 the association is unincorporated. 

9 "(5) A description of the goods, wares, merchan- 
dise, or services which the asso<natioQ or its members 
export or propose to export 

"{6) An eqilanation of the domestic and interna- 
ls tional conditions, circumstances, and factors which 
14 make the association useful for the purpose of promot- 
ing the export trade of the described goods, wares, 
merchandise, or services. 

"(7) The methods by which the association con- 
ducts or proposes to conduct e^Knt trade la the de- 
scribed goods, wares, merchandise, or services, includ- 

20 ing, but not limited to, any agreements to sell ezclu- 

21 nvely to or through the assoaati<m, any agreements 

22 with foreign persons who may act as joint selling 

23 agents, any agreements to acquire a foreign selling 

24 Agent, any agreements for pooling M^wp W* or intangi- 
80 ble proper^ or reiouroes, or any territorial, price- 
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1 maintenance, membenhip, or other reitrictunu to be 

2 imposed upon members of the association. 

3 "(8) The names of all countries where export 

4 trade in the described goods, wares, merdiandise, or 

5 services is conducted or proposed to be conducted by 

6 or through the assodation. 

7 "(9) Any other information which the Secretary 

8 may request concerning the organisation, operation, 

9 management, or finances of the association; the rel&- 

10 tion of the association to other associations, corpora- 

11 tions, partnerships, and individuals; and competition or 

12 potential competition, and effects of the assodatioa 

13 thereon. The Secretary may not request information 

14 under this paragraph which is not reasonably STuIable 

15 to the person making application or which is not neces- 

16 saiy for certification of the prospective association. 

17 "(b) Issuance of Oebtificatb. — 

18 "(1) NiNBTT-DAT PBBiOD. — Based upon the in- 

19 formation obtained from the application, the Secretary 

20 shall certify an association within 90 days after receiv- 

21 ing the association's application for certification if the 

22 Secretary determines that the association and its mem- 

23 bers and the proposed export trade activities meet the 

24 requirements of section 2 of this Act. 
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1 "(2) Expedited ceetification. — In those in- 

2 stances where the temporary nature of the export trade 

3 activities, deadlines for bidding on contracts or filling 

4 orders, or any other circumstances beyond the control 

5 of the association which have a signiHcant impact on 

6 the association's export trade, make the 90-day period 

7 for application approval described in paragraph (1) of 

8 this subsection impractical for the person seeking certi- 

9 fication as an association, such person may request and 

10 may receive expedited action on his application for cer- 

11 tification. 

12 "(3) Appeal op initial deteemination.— If 

13 the Secretary determines not to certify an association 

14 which has submitted an application for certification, 

15 then he shall — 

16 "(A) notify the association of his determina- 

17 tion and the reasons for his determination, and 

18 "(B) upon request made by the association, 

19 afford the association an opportunity for a bearing 

20 with respect to that detfirmination in accordance 
31 with section 557 of title 5, United States Code. 

22 "(c) Matbbial Chanqes m CmcnHSTANCSs; 

23 AuBNDUENT OP Application.— 

24 "(1) VbnilNO tw CEBTiPieATiOH. — Whenever 

25 there i> a material change in — 
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1 "(A) Uifl domestio and mtsrnstioiial condi- 

S tions, circunutances, and factors whicli make an 

8 aasociatioo useful for the purpose of promothig the 

4 export trade of its goods, wares, merchandise, or 

5 serricei, or 

6. "(B) the association's membership, export 

7 trade, export trade activities, or methods of oper- 

8 ation which would cause the association to fiul to 

9 meet any requirement of section 2, 

10 then the association shall apply to the Secretary for an 

11 amendment of its certification. If an association fuls to 

12 apply for an amendment of its certification when re- 

13 quired by the preceding sentence, then the certification 

14 of the associstioo shall be void as of the date of such 

15 material change (as determined by the Secretary). 

16 "(2) Amendment op appucation.— The re- 

17 quest for amendment shall be filed within 30 days after 

18 the date of the material change and shall set forth the 

19 requested amendment of the application and the rea- 

20 sons for the requested amendment. Any request for the 

21 amendment of an application shall be treated in the 

22 same manner as an original application for certifica- 

25 tion. If the request is filed within 30 days after the 
24 material change which requires the amendment, and if 

26 tiie requested ameDdment is approved, than there shall 
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1 be no intemiption in the period for whkli eertificataoii 

2 ia in effect. 

8 "(3) AUENSHENT UPON BBCOUMBKItATlON OP 

4 Secbktabt. — After notifying tiie association invdved, 

6 the Secretary may, on bis own initi&tivfl, or upon &e 

6 recommend&tion of the Attorney General, the Cluur- 

7 man, or any other person — 

8 "(A) require- that an aasodation's certifica- 
6 tiou be amended, 

10 "(B) require that the organization or oper- 

11 adon of the association be modified to correapood 

12 with the association's certification, or 

13 "(C) revoke, in whole or in part, the certifi- 

14 cation of tiie assooation upon a finding (made in 

15 an adjudicatoiy proceeding held in accordance 

16 with section 554 of tiUe 5, United States Code) 

17 tiiat the assodation, its members, or its ezptnt 

18 trade activities do not meet the requirements of 

19 section 3 of this Act. 

20 "SEC 6. GUIDELINEa. 

21 "(^ Initial FsofOSED Guidelinbs. — Within 90 

22 days after the enactment of the Export Trade Association 

23 Act of 1979, the Secretary, the Attorney G,eneral, and the 

24 Chunnan shall publish proposed gtQdelioes.for, jiurposes of 
26 'detOTnining whether an association,. Hftjn^b^, and its 
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1 export trade activities win meet the leqmremeiiti of secdcn 2 

2 ofthisAcL 

S "(b) FuBUO COHMBHT Pbbioo.— FoDomng pubKca- 

4 turn of the proposed gmdelinet, and any proposed revision <tf 

5 goidelioes, interested parties shall have SO days to comment 

6 on the proposed guidelines. The Secretary, the Attorney 

7 General, and Ae Ctuunnan shall review the comments and 

8 publish final guidelines within 30 days after the last day (m 

9 which comments may be made under the preceding sentence. 

10 "(o) Fbbiodio Bbvibion. — After publication of the 

11 final guidelines, the Secretary, the Attorney Qeneral, and the 

12 Churman shall meet periodically to revise the guidelines as 
18 needed. 

14 "(S) Appuoation of Ashinistbatitb Fboceddbb 

16 AoT. — The promulgation of guidelines under this section 

16 shall not be considered rule-making for purposes of suh- 

17 chapter 11 of chapter 5 of title 5, United States Code, and 

18 section 053 of such titie shall not apply to their promulga- 

19 tion. 

20 "SEC T. ANNUAL REPORTa. 

21 "Every certified assodation shaO submit to the Secre- 

22 taiy an annual report, in such form and at such time as he 

23 may require, setting forth the information desoribed by seo- 

24 doD 6(a) of this Act 
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1 "SBC. 8. OmCE OF EXPORT TRADE IN COMMERCE DEPART. 

2 HENT. 

8 "The Secretary shall establisli witium the Department of 

4 Conunerce an office to promote and encouraj^e to the great- 

5 est extent feasible the formation of export trade associations 

6 through the use of provisions of this Act in a manner consist- 

7 eot with this Act. 

8 "SBC *. AUTOMATIC CERTIFICATION FOR EXISTING ASSOC!, 
e ATION& 

10 "The Secretary shall certify any export trade assod- 

11 ation re^tared with the Federal Trade Commission as of the 

12 date of enactment of the Export Trade Association Act of 
IS 1979 if such association, within 180 days after the date (tf 

14 enactment of such Act, files with the Secretary an applica- 

15 tioQ for certification as provided for in section 5 of this Act, 

16 unless such application shows on its face that the association 

17 is not eligible for certification under this Act 

18 "SEC 10. CONFIDENTIALITY OF APPUCATION AND ANNUAL 

19 REPORT INFORMATION. 

20 "M Genbbal BuiiB, — Applications made under sec- 

21 tion 5, including amendments to such applications, and 

22 annual reports made under section 7 shall be confidential, 

23 and, except as authorized by this section, no officer or em- 

24 ployee, or fwmer c^cer or employee, of the United States 

25 shall diidose any such application, amendment, or annual 

26 repcn^ or an; application, amendment or annual report infor- 



ji.,iL.tK")t^lC 



82 



17 

1 mBti(K^ obtained by Uiii in any inuuier m comecticHi with his 

2 service as sucb an officer or employee. 

5 "(b) DiBCLOSDSB TO FeDBBAL OfFICBBS OB EU- 
4 PL0TBB8 FOB ADHimSTBATION OP OtHBB FbDBBAL 

9 Lawb. — 

6 "(1) Xntestioation. — The Secretaiy shall nuke 

7 an applicadon, amendment, or annual report, or infor- 

8 matioa derived therefrom avulaUe, to tbe extent re- 

9 quired by an ex parte order issued by a judge of ft 

10 United States district court, to officers and employees 

11 <rf a Federal agency personally and directly engaged in, 

12 and solely for their use in, preparation for an adminit- 

13 tratire or judicial proceeding (or investigatiiHi wHcb 

14 may result in such a proceeding^ to vhich the United 

15 States or socb agency is or may be a party. 

16 "(2) Affuoation fob OBDBB.^The bead of 

17 any Federal agency described in paragraph (1), or, in 

18 the ease of tlu Department of Justice, the Attorney 

19 General, the Depu^ Attorney General, or an Assistant 

20 Attorney General, may authorize an application to a 

21 United States district court judge for the order referred 

22 to in paragraph (1). Upon application, the judge may 

23 grant the order if he determines, on the basis of the 

24 bets submitted by the applicant, that — 

25 "(A) in the case at a erinunal investigation — 
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1 "0) there is reasonable cause to believe, 

2 based upon information believed to be reli- 
8 able, that a specific criminal act has been 
4 committed, 

6 "Oi) there is reason to believe that such 

6 apptication, amendment, annual report, or in- 

7 formation derived therefrom is probative evi- 

8 dence of a matter in issue related to the 

9 commission of such Act, and 

10 "Gii) the information sought cannot rea- 

11 sonablj be obtained from any other source, 

12 unless it is determined th&t, notwithstanding 

13 the reasonable avulabili^ of the information 

14 from another source, the application, amend- 
16 ment or annual report, or information derived 

16 therefrom sought constitutes the most proba- 

17 tave evidence of a matter in issue relating to 

18 the commission of such criminal act, and 

19 "(B) in the case of any other investigation, 

20 that— 

21 "fi) such application, amendment or 
32 annual report, or informaticm derived there- 

23 from is probative evidence trf a matter under 

24 investigaticm. 
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1 "CD such application, amendment or 

2 annual report, or information derived there- 
S from is or ma; be material to the administra- 

4 tive or judicial proceeding in connection vith 

5 which the investigation is being conducted, 

6 and 

7 "Gii) the information sought cannot res- 

8 aonably be obtuned from any other Bource, 
or, notwithstanding the reasonable avulalnl- 

10 ity of the information from anotlieT source, 

11 the application, amendment or annual report, 
13 or information derived therefrom sought eon- 

13 ' stitutea the most probative evidence of a 

14 matter in issue relating to the commisnon of 

15 the act being investigated. 

16 "SEC 11. HODmCATION OF ASSOCUTION TO COllPLY WITH 

17 UNITED STATES 0BUGATI0N8. 

18 "At such time as the United States undertakes interna^ 

19 tional obligations b; treaQr or statute, to the extent that the 

20 operations of any ei^rt trade association, certified under 

21 this Act or registered under this Act, before its amendment 

22 by the Export Trade Association Act of 1079, are inconsist- 
28 ent with sach international obligations, the Secretary may 

24 require such association to modify its operations so as to bs 

25 consistent with such international obligations. 
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1 "SEC 12. REGULATIONS. 

2 "The Secretaiy, in consultation with the Attorney Gen- 

3 eral and the Chfunnan, shall promulgate such rules and re^- 

4 laUoos as may be necessary to carry out the purposes of this 
6 Act 

6 "SEC IS. TASK FORCE STUDY. 

7 "Seven years after the date of enactment of the Export 

8 Trade Association Act of 1979, the Preudent shall appoint, 

9 by and with the advice and consent of the Senate, a task 

10 force to examine the effect of the operalioD of this Act on 

11 domestic competition and on the United States' international 

12 trade deficit and to recommend «ther continuation, revision, 

13 or termination of the Webb-Fomerene Act. The task force 

14 shall have one year to conduct its study and to make its 

15 recommendations to the President.". 

16 (b) Eedesionation of Section 6.— The Act is 

17 amended — 

18 (1) by striking out "Sec. 6." in section 6 (15 

19 U.S.C. 66), and 

20 (2) by inserting immediately before such section 

21 the following: 

33 "KC 14. SHORT TnLE.". 
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AMENDMENT NO. 1674 

Purpose: To establish within the Department of Commerce an 
office to promote and encourage the fonnation and utiliza- 
tion of export trade associations, and for other purposes. 

IN THE SENATE OF THE UNITED STATES— 96th Conr. 2d Scm. 

S.864 

To establish vitfain the Department of Commerce an office to 
promote and encourage the formation and utilization of 
export trade associations, and for other purposes. 

February 26 Qegislative day, January 3), 1980 

Referred to the Committee on Banking, Housing, and Urban 
Affairs, and ordered to be printed 

Amendment intended to be proposed by Mr. Danpobth (for 
himself, Mr. Bentsen, Mr. Chafbe, Mr. Heinz, Mr. 
Javitb, and Mr. Mathias) 

Viz: Strike all after the enacting clauae and insert the following: 

1 SECTION I. SHORT TITLE. 

2 This Act may be cited as the "Export Trade Associ- 
8 ation Act of 1960". 

4 SEC 2. FINDINGS; DECLARATION OF PURPOSE. 

5 (a) FiNDiHOS. — The Congress finds and declares that — 

6 (1) the exports of the American economy are re- 

7 sponsible for creating and nutintaining one out of every 

8 nme nuuiufacturing jobs in the United States and for 

9 generating one out of every seven doUars of total 
10 United States goods produced; 
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1 (2) exports will play an even lar^r rote in the 

3 United States economy in the fature in Uie face of 
S severe competidon from foreign government owned and 

4 subsidized commercial entities; 

5 (3) between 1968 and 1977 the United States 

6 share of total world exports fell from 19 per centum to 

7 13 per centum; 

8 (4) trade deficits contribute to the decline of the 

9 dollar on international currency markets, fueling inHa- 

10 tion at home; 

11 (5) service-related industries are vital to the well- 

12 being of the American economy inasmuch as they 

13 create jobs for seven out of every ten Americans, pn>- 

14 vide 65 per centum of the Nation's gross national 

15 product, and represent a small but rapidly rising per- 

16 centage of United States international trade; 

17 (6) small and medium-sized firms are prime bene- 

18 ficiaries of joint exporting, through pooling of technical 

19 expertise, help in achieving economies of scale, and as- 

20 sit&nce in competing effectively in foreign markets; and 

21 (7) the Department of Commerce has as one of its 

22 responsibilities the development and promotion of 

23 United States exports. 

24 (b) PuBPOBB. — It is the purpose of this Act to enconr- 
26 age American exports by establishing an office within the 
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1 Deputment of Conimerce to encourage and promote the for- 

2 mation of export trade associationg tbrougli the Webb- 

3 Pomerene Act, by making the provisiong of that Act explicit- 

4 ly appUcable to the exportation of servicm, and by transfer- 

5 ring the responsibility for administering that Act from the 

6 Ohurman of the Federal Trade Commission to the Secretary 

7 of Commerce. 

8 SEC. 3. DEFINITIONS. 

9 The Webb-Pomereno Act (15 U.S.C. 61-66) is amend- 

10 ed by striking out the first section (15 U.S.C. 61) and 

11 inserting in lieu thereof the following: 

12 "SECnON 1. DEFINrnONS. 

13 "As used in this Act — 

14 "(1) BxPOET TEADE. — The term 'export trade' 

15 means trade or commerce in goods, wares, merchan- 

16 dise, 'or services exported, or in the course of being 

17 exported from the United States or any territory there- 

18 of to any foreign nation. 

19 "(2) Sebvice. — The term 'service' means intangi- 

20 ble economic output, including, but not limited to — 

21 "(A) busmess, repair, and amusement serv- 

22 ices; 

28 "(B) management, legal engineering, archi- 

34 tectural, and other professional services; and 
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1 "(G) finandal, iiuurance, tnuiBportstion, and 

2 communication services. 

3 "(3) ExpOBT TEADE ACTIVITIB8. — The tenn 

4 'export trade activities' includes any activities or 

5 agreements which are incidental to export trade. 

6 ■ "(4) Tbadb within the dntted states. — The 

7 term 'trade within the United States' whenever used in 

8 this Act means trade or commerce among the several 

9 States or in any Territory <A &e United States, or in 

10 the District of Golumlria, or between any such Terri- 

11 tory and another, or between any such Territory or 

12 Territories and any State or States or the District of 

13 Columbia, or between the District of Columbia and any 

14 State or States. 

15 "(6) Association. — The term 'association' 

16 means any combination, by contract or other arrange- 

17 ment, al persons vrtio are citizens of the United States, 
16 partnerships which are created under and exist purgu- 

19 ant to the laws of any State or of the United States, or 

20 corporationB which are crested under and exist pursu- 

21 ant to the' laws of any State or of tJie United States. 

22 "(6) Antitbust laws. — The term 'antitrust 

23 laws' means the antitrust laws defined in the first sec- 

24 tion of the Clayton Act (15 U.8.C. 12) and section 4 

25 of the Federal Trade Conunission Act (15 U.S.C. 44), 
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1 any other law of the United States in pari materia with 

2 those laws, and any State antitrust or unfair competi- 

3 tion law. 

4 "(7) Sbcbetabt. — The term 'Secretary' means 

5 the Secretary of Commerce. 

6 "(8) Attorney obnebal. — The term 'Attorney 

7 General' means the Attorney General of the United 

8 States. 

9 "(9) Chaibman. — The term 'Chairman' means 

10 the Cluunnan of the Federal Trade Commission.". 

11 8EC 4. ANTITRUST EXEMPTION. 

12 The Webb-Pomerene Act {15 U.S.C. 61-66) is amend- 

13 ed by Btrikmg out the second fuid fourth sections (15 U.S.C. 

14 62 and 64) and inserting in lieu thereof the following: 

15 "^EC Z. EXEMPTION FROM ANTITRIIST LAWa 

16 "(&) Gbnbbal Rule. — Any association, entered into 

17 for the sole purpose of engaging in export trade, and engaged 

18 in such export trade, is exempt from the application of the 

19 antitrust laws if Uie association, its export trade and methods 

20 of operation in which it and its members aie engaged or pro- 

21 pose to be engaged — 

22 "(1) serve to preserve or promote export trade; 
28 "(2) result in neither a substantial restrunt of 
24 \mAe or lessening of competition within the United 
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1 States nor a substantial restraint of the export trade of 

2 any domestic competitor of such association; 

3 "(3) do not unreasonably enhance, stabilize, or de- 

4 press prices within the United States of the goods, 

5 wares, merchandise, or services of the class exported 

6 by such association; 

7 "(4) do not constituts unfair methods of competi- 

8 tion against domestic competitors engaged in the 

9 export trade of goods, wares, merchandise, or services 

10 of the class exported by such association; 

11 "(5) do not include any act which results, or may 

12 reasonably be expected to result, in the sale for con- 

13 sumption or resale within the United States of the 

14 goods, wares, merchandise, or services exported by the 

15 association or its members; 

16 "(6) do not constitute trade or commerce in &e 

17 licensing of patents, technology, trademarks, or know- 
16 how, except as incidental to the sale of the goods, 

19 wares, merchandise, or services exported by the associ- 

20 adon or its members. 

21 "(b) Exemption. — The export trade and meUiods of 

22 operation of an associaUon certified according to the proce- 

23 durea set forth in this Act shall remain exempt from the ap- 

24 plication of the antitrust laws until the association's certifica- 

25 tion is revoked pursuant to subsection (d) or (e) of section 4 of 
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1 this Act. And provided further, th&t if an association's certifi- 

2 cation is revoked, neither it nor any of its members shall be 

3 subject to an action under the antitrust laws for the period 

4 during which the certification was in existence as to those 

5 export trade activitieH and methods of operation which were 

6 certified according to the procedures set forth in ^s Act.". 

7 SEC S. AAIENDBIENT OF SECTION 3. 

8 (a) OONFOBMrao Changbb in Style. — The Webb- 

9 Pomerene Act (15 U.8.C. 61-66) is amended— 

10 (1) by inserting immediately before section 3 (15 

11 U.S.C. 63) the following: 

12 "SEC. 3. OWNERSHIP INTEREST IN OTHER TRADE ASSOCl- 

13 AT10N8 PBRHITTED.". 

14 (2) by striking out "8bc. 3. That nodiing" in sec- 

15 tion 3 and inserting in lieu thereof "Nothing". 

16 SBC 6. ADMINISTRATION; ENFORCEHENr, REPORTS. 

17 (a) In General. — The Webb-Pomerene Act (15 
16 U.S.C. 61-66) is amended by striking out section 5 (15 

19 U.S.C. 65) and inserting in lieu thereof the following sec- 

20 tions: 

21 '^EC 4. CERTDICATION. 

22 "(a) Pbocbditbb fob Applioatiok. — In order to 
33 obtain certification as an association engaged solely in export 

24 trade, a person shall file with the Seoretaiy, a written appli- 

25 cation for certification getting forth the following: 
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1 "(1) The name of the association. 

2 "(2) The location of all of the association's ofBces 

3 or places of business in the United States and abroad. 

4 "(3) The names and addresses of all of the associ- 

5 alion's officers, stockholders, and members. 

6 "(4) A copy of the certificate or articles of incor- 

7 poraUon and bylaws, if the association is a corporation; 

8 or a copy of the articles or contract uf association, if 

9 the association is unincorporated. 

10 "(5) A description of the goods, wares, inerchan* 

11 dise, or services which the association or its members 

12 export or propose to export. 

13 "(6) A description of the domestic and intema- 

14 tional conditions, circumstances, and factors which 

15 make the association and its activities useful for the 

16 purpose of promoting the export trade of the described 

17 goods, wares, merchandise, or services. 

18 "(7) The export trade activities in which the asso- 

19 elation intends t^ engage and the methods by which 

20 the association conducts or proposes to conduct export 

21 .. trade in the -described goods, wares, merchandise, or 

22 services, including, but not limited to, any agreements 

23 to sell exclusively to or through the associadon, any 

24 agreements with foreign persons who may act as joint 

25 selling agents, any agreements to acquire a foreign 
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1 selling a^nt, any agreementa for pooling tangible or 

2 intangible property or resourcea, or any territorial, 
8 price-maintenance, membership, or other restrictiona to 

4 be imposed upon members of Uie association. 

5 "(8) The namea of all countries where export 

6 trade in the described goods, wares, merchandise, or 

7 services is conducted or proposed to be conducted by 

8 or through the aaaociation. 

9 "(9) Any other information which the Secretary 

10 may request concerning the organization, operation, 

11 management, or finances of the association; the rela- 

12 tion of the association to other associations, corpora- 
is tions, partnerships, and individuals; and competition or 
14 potential competition, and effects of the aaaociation 
16 thereon. The Secretary may request such information 

16 as part of an initial application or as a neceasary aup- 

17 plement thereto. The Secretary may not request infor- 

18 mation under this paragraph which is not reasonably 

19 avtulable to the person making apphcation or which is 

20 not necessary for certification of the prospective 

21 association. 

22 "(b) IfiStJANCE OF Cebtificatb. — 

23 "(1) NiNBTT-DAT PBBIOD. — The Secretary shall 

24 certify an association within ninety days after receiving 

25 the association's application for certification or 
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1 necessary supplement thereto if the Secretary, after 

2 consultation with the Attorney General and Chairman, 

3 determines that the association and its members, the 

4 export trade and methods of operation, meet the re- 

5 quirements of section 2 of this Act. 

6 "(2) Expedited cebtification. — In those in- 

7 stances where the temporary nature of the export trade 

8 activities, deadlines for bidding on contracts or filling 

9 orders, or any other circumstances beyond tlie control 

10 of the association which have a significant impact on 

11 the association's export trade, m&ke the ninety-day 

12 period for application approval described in paragraph 

13 (1) of this subsection, or an amended application ap- 

14 proval as provided in subsection (c) of this section, im- 

15 practical for the person seeking certification as an as- 

16 sociation, such person may request and may receive 

17 expedited action on his application for certification. 

18 "(3) Appeal of dbtbbminatiow. — If the Secre- 

19 tary determines not to certify an association which has 

20 submitted an application or an amended application for 

21 certification, then be shall — 

22 "(A) notify the association of his determina- 

23 tion and the reasons for his determination, and 

24 "(B) upon request made by the association, 

25 affwd the association an opportum^ for a hearing 
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1 with respect to that determinatioD in accordance 

2 with section 557 of title 5, United States Code. 

3 "(c) Matbbial Ghanqeb in Gibcuhstances; 

4 Amendment of Certification. — Whenever there is a 

5 material change in the association's membership, export 

6 trade, export trade actiyities, or methods of operation, the 

7 association shall report such change to the Secretary and 

8 may apply to tlie Secretary for an amendment of its certifica- 

9 tioD. Any application for an amendment to an association's 

10 certificatioD shall set forth the requested amendment of the 

11 certification and the reasons for the requested amendment. 

12 Any request for the amendment of certification shall be treat- 

13 ed in the same manner as an original application for certjfica- 

14 tion. If the request is filed within thirty days after a material 

15 change {as determined by the Secretary) which requires the 

16 amendment, and if the requested amendment is approved, 

17 then there shall be no interruption m the period for which 

18 certification is in effect. 

19 "(d) AUENDMENT OB fisVOCATION OF CbBTIFICATE 

20 BT Secbetabt. — After notifying the association involved 

21 and after an opportunity for hearing pursuant to section 554 

22 of title 5, United States Code, the Secretary, on his own 

23 initiative — 

24 "(A) may require that an association's certificar 
' 25 tion be amended. 



jdbyGoOglc 



12 

1 "(B) may require that the organization or oper- 

2 ation of the aasociation be modified to correspond with 

3 the association's certification, or 

4 "(C) shall revoke, in whole or in part, the certifi- 

5 cation of the association upon a determinatioa tliat the 

6 association, its export trade activities or methods of op- 

7 eration no longer meet the criteria of section 2 of this 

8 Act. 

9 "(e) Action fob Invalidatiok op Cbbtipication 

10 BT Attobnbt Obnbbal OB Chaibhan. — 

11 "(1) The Attorney (General or the Chairman may 

12 bring ao action agwnst an association or its members 

13 to revoke, in whole or in part, the association's certifi- 

14 cation on the ground that it fuls, or has failed to meet 

15 the criteria of section 2 of this Act. The Attorney Gen- 

16 era! or Chairman shall notify any association, or apph- 

17 cable members, against which it intends to bring an 

18 action for revocation, thirty days in advance, as to its 

19 intent to file an action imder this subsection. 

20 "(2) Any action brought under this subsection 

21 shall be considered an action described in section 1337 

22 of title 28, United States Code. 

23 "(3) No person other than the Attorney General 

24 or the Chairman shall have standing to bring an action 

25 against an assodation, certified according to the proce- 
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1 dures Bet forth in this Act, or any of its members for 

2 failure to meet the criteria of section 2 of this Act. 

3 "SEC. 6. GUIDEUNES. 

4 "(a) Initial Pboposed Ouideunes. — Within ninety 

5 days after the enacGnent of the Export Trade Association 

6 Act of 1980, the Secretary, after consultation with the Attor- 

7 ney General, and the Chairman, shall publish proposed 

8 piideUnes for purposes of determining whether an associ- 

9 ation, its members, and its export trade activities will meet 

10 tlie requirements of section 2 of this Act. 

11 "(b) Public Comment Peeiod.— Following publica- 

12 tion of the proposed guidelines, and any proposed revision of 

13 guidelines, interested parties shall have thirty days to com- 

14 ment on the proposed guidelines. The Secretary, after consul- 
ts tatioo with the Attorney General, and the Chfurman, shaU 

16 review the comments and pubUsh finai guidelines within 

17 thirty days after the last day on which comments may be 

18 made under the preceding sentence. 

19 "(c) Pbbiodic Bbtision. — ^After publication of the 

20 final guidelines, the Secretary, after consultation with the At- 

21 tomey General, and the Chairman, shall periodically review 

22 the guidelines and propose revisions as needed. 

28 "(d) Application of Adhinistbative Fbocedvbe 

24 Act. — The promulgation of guidelines under this section 

25 shall not be considered rulemaking for purposes of subchapter 
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1 n of chapter 5 of title 5, United States Code, and section 

2 553 of such title shall not apply to their promulgation. 

3 "SEC 6. ANNUAL REPORTS. 

4 "Every certified association shall submit to the Secre- 

5 tary an annual report, in such form and at such time as he 

6 may require, which report updates where necessary the infor- 

7 mation described by section 4(a) of this Act. 

8 "SEC. T. OFFICE OF EXPORT TRADE IN COMMERCE DEPART- 

9 MENT. 

10 "The Secretary shall establish within the Department of 

11 Commerce an office to promote and encourage to the great- 

12 est extent feasible the formation of export trade associations 

13 through the use of provisions of this Act in a manner consist- 

14 ent with this Act. 

15 "SEC. 8. AUTOMATIC CERTinCATION FOR EXISTING ASSOCI- 

16 ATIONS. 

17 "The Secretary shall certify any export trade associ- 

18 ation registered with the Federal Trade Commission as of the 

19 date of enactment of the Export Trade Association Act of 

20 1980, if such association, witliin one hundred and eighty days 

21 after the dat« of enactment of such Act, files with the Secre- 

22 tary an application for certification as provided for in section 

23 5 of this Act, unless such application shows on its face that 

24 the association is not eligible for certification under this Act. 
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1 "SEC 9. CONrmENTUUTY OF APPUCATION AND ANNUAL 

2 REPORT INFORMATION. 

3 "(a) General Rule. — Fordons of applications made 

4 under section 4, including amendmeota to such applications, 

5 and annual reports made under section 6 diat contain trade 

6 secrets or confidential business or financial information, the 

7 disclosure of which would harm the competitive positicoi of 

8 the person submitting such information shall be confidential, 

9 and, except as authorized by this section, no officer or em- 

10 ployee, or former officer or employee, of tbe United States 

11 shall disclose any such confidential information, obtained by 

12 him in any manner in connection with his service as such an 

13 officer or employee. 

14 "(b) DiscLoauBE to Attobnet General or Chajb- 

15 uan. — The Secretary may make available portiona of appli- 

16 cations, amendments thereto or annual reports, or informa- 

17 tion derived therefrom to the Attorney General or Chairman, 

18 or any employee or officer thereof, for official use in connec- 

19 tion with an investigation or judicial or administrative pro- 

20 ceeding under this Act or the antitrust laws to which tbe 

21 United States or such agency is or may be a party. Such 

22 information may only be disclosed by the Secretary upon a 

23 prior certification that the information will be maintained in 

24 confidence and will only be used for official law enforcement 

25 purposes by the Attorney General or Chairman. 
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1 "SEC 10. MODIFICATION OF A8SOCUTION TO COMPLY WITH 

2 UNITED STATES OBUGATIONS. 

3 "At such time as the United States undertakes binding 

4 international obligations by treat; or statute, to the extent 

5 that the operations of any export trade association, certified 

6 under tiiis Act or registered under this Act, before its unend- 

7 ment by the Export Trade Association Act of 1980, are in- 

8 consistent with such international obligations, the Secretary 

9 may require such association to modify its operations so as to 

10 be consistent with such international obligations. 

11 "SEC 11. REGULATIONS. 

12 "The Secretary, in consultation with the Attorney Gen- 

13 era! and the Chairman, shall promulgate such rules and regu- 

14 lations as may be necessary to carry out the purposes of this 

15 Act. 

16 "SEC IS. TASK FORCE STUDY. 

17 "Seven years after the date of enactment of the Ei^rt 

18 Trade Aaaociation Act of 1980, the President shall appoint, 

19 by and with the advice and consent of the Senate, a task 

20 force to examine the effect of the operation of this Act on 

21 domestic competition and on the United States international 

22 trade deficit and to recommend either contmuation, revision, 

23 or termination of the Webb-Pomerene Act. The task force 

24 shall have one year to conduct its study and to make its 

25 recommendations to the Frerideot.". 
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1 (b) Hbdbsionation op Section 6. — The Act is 

2 amended — 

3 (1) by striking out "Sbc. 6." in section 6 {15 

4 U.S.C. 66). and 

5 (2) b; inserting immediately before such section 

6 the foUoving: 

7 -SEC 13. SHORT TITLE.-. 
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EXPORT TRADING COMPANY ACT OF 1980 



TUESDAY. MARCH 18. 1980 

U.S. Senate, 
Committee on Banking, Housing, and Urban Affairs, 

Subcommittee on International Finance, 

Washington, D.C. 
The subcommittee met at 9:35 a.m. in room 5302, Dirksen Senate 
Office Building, Senator Adlai Stevenson, chairman of the subcom- 
mittee, presiding. 
Present: Senators Stevenson and Heinz. 
Senator Stevenson. The subcommittee will come to order. 
This morning we continue our hearings on S. 2379 to authorize 
the establishment of U.S. trading compeuiies and amendment No. 1 
to S. 864, which would make changes in the Webb-Pomerene Act. 
It's a pleasure for me to welcome my colleague and good friend 
from Texas, Senator Bentaen. 

STATEMENT OF LLOYD BENTSEN, U.S. SENATOR FROM THE 
STATE OF TEXAS 

Senator Bentsen. Thank you very much, Mr. Chairman. I am 
very pleased to have a chance to be before you sad your subcom- 
mittee to talk about S. 2379 and to be a cosponsor of this legisla- 
tion. I am looking forward to working with you on it to see that it's 
implemented into law. 

I do hope we can see the administration and the various depart- 
ments finally get together and decide what they want, what they 
will support. 

I think we are in real trouble on trade. I just returned from 9 or 
10 days of Joint Economic Committee hearings, without the inter- 
ruption of rotlcalls and everything else, to just listen to fellows out 
there on the cutting edge talking about the problems they are 
having on exports and trying to increase our trade abroad. We 
were in the Ybx E^t. I looked at situations in each of those 
countries where we had a stored reservoir of goodwill, where 
people really wanted to trade with the United States, where they 
really didn't want to see the Japanese preempt the market. They 
wanted some balance in that market but they were having trouble 
trading with this country for many reasons, part of them govern- 
ment reasons and part of them just not enough aggressiveness on 
the part of our own manufacturers. 

Time and time again we were told that our people wouldn't 

adapt to the local market, wouldn't modify their product in the 

Blightest just to try to be competitive, that they wouldn't do entry 

pricing, that they wanted to make it all on uie front end. If we 

(103) 
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continue to take that kind of attitude toward trade we are going to 
find our share of trade continue to decrezkse and we will not remain 
a first-class power in this world. 

One of the things that we know that works for our competitors 
abroad is they're doing a great deal with trading companies and we 
are not. 

Mr. Chairman, when I was in Hong Kong, I had three repre- 
sentatives of regional banks in Texas call me who had ofRcea tJiere 
who had representatives there. One of the things I like about your 
bill is that you allow bank participation in export trading compa- 
nies, up to 50-percent ownership. They can go beyond that with the 
approval of the regulatory authority. I think that's a real step 
forward. We are seeing that kind of competition by the Japanese, 
by the Germans and the other countries that are really out front in 
world trade. Today they have that kind of a tool to utilize. 

Let's take an example of someone who's back in Illinois or back 
in 'Texas who has a small company or a modest size compaiqr. 
There's no way in the world that they can have representatives 
overseas and spend the kind of money needed to have outlets 
overseas, but if you have the trading compemy here it's the chance 
for them to do that. 

Now the banks already have those kinds of people over there, - 
plus they have some business counseling that they generally pro- 
vide for the smaller businesses and the medium sized businesses, 
but they are already paying the expense of a representative over 
there, of ofHces over there. They have contacts over there and that 
gives our smaller businessmen something to tie to when he goes to 
that foreign country. It gives him the entrees and they are trying 
to encourage the exports of the products from home for their 
customers back home. So it's a great advantage I believe in trying 
to Eidd that to this piece of legislation and I very strongly support 
it. I think it's a major plus in this legislation. 

END ADVERSARY RELATIONSHIPS 

But we have looked at the situation where we have a deficit in 
trade over the last 2 years of approximately $60 billion. That has to 
be turned around and that means that we are going to have to be 
more aggressive. It means that we are going to have to do away 
with the adversary relationships that we have seen between busi- 
ness and government and labor, a breakdown of that, because in 
every one of these countries that are really out front on trade we 
are seeii^ a lot of forward planning; we are seeing a lot of coopera- 
tion by the Government and by business and by labor in order to 
develop their share of the market. 

So once again, we have seen patterns where, for example, the 
Japanese have come in here and they have gone into low-prcrfit 
items like black and whit« TV and our people have really not 
resisted that kind of an entry and then tiiey have developed their 
supply lines; they have developed their service lines; they have 
developed their learning curves; and once they have been able to 
do that, then they have moved right up into the hlgh-prdFit items. 

We are going to have to do the same kind of ttiing if we are 
going to be competitive in world trade. 
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I believe that legislation to permit more effective and efficient 
U.S. trfiding companies should be high on the list of priorities for 
l^islation that's done this year, not next year, and I would be 
delighted to aid in any way I can in trying to urge the administra- 
tion to get their house in order in that regard and decide just what 
they want. If we are going to have exporters that are going to 
compete against the combined resources of the most efficient and 
aggressive trading nations in the world, then we need this kind of 
legislation. I see no reason to deny them the assistance of full- 
fledged American trading companies. When it's enacted into law 
you re going to find thousands of these small businesses that are 
currently put off by the risks, the lack of facilities abroad to which 
they have entry, who will move into that market and I think b^in 
to compete. This will £dso help spread the risk of entry marketing 
and going into new areas. It will help absorb currency fluctuations. 
They will be better able to provide competitive financing, identify 
the market opportunities, and help organize joint construction pro- 
jects abroad. 

As you may be aware, Senator Danforth and I — and you just 
mentioned the Webb-Pomerene Act — we have attacked that one 
area of the problem by introducing l^islation, S. 864, to amend 
that particular act. It was enacted in 1918 to try to help encourage 
joint export activities, but it has so many ambiguities in it that in 
effect it actually restreiins trade outside of the United States and 
restrains those kinds of consortiums that are necessary for some of 
the major projects. Yet we don't see any such inhibitions on some 
of our competitors and you see the m^jor companies there able to 
work together to bid on the m^or contracts. 

The Danforth-Bentsen bill is complementary to S. 2379. I am 
very enthusiastic, Mr. Chairman, about the way that you have 
approached this and the time that you have devoted to i^ and I'm 
really here this morning to tell you I'm going to do everything I 
can to try to assist you in that regard and I'm particularly mterest* 
ed in seeing the kind of financing that would be provided Uirough 
the banking system to try to help these trading companies increase 
our exports abroad. 

Senator Stevenson. Thank you. Senator Bentsen. Not only are 
those bills complementary, but S. 2379 now has been drafted in 
such a way as to rely on enactment of S. 864 to take care of the 
antitrust problems. 

You have been one of the most perceptive of&cials in the Federal 
Government and you have recognized in your individual capacity 
as chairman of the Joint Economic Committee some of the struc- 
tural defects which underlie the high levels of inflation and eco- 
nomic stagnation here and in the world, and so I am particularly 
pleased to be working with you on these two bills, and with your 
additional position on the Finance Committee which has an inter- 
est in the trading companies bill, I'm optimistic we can get favora- 
ble action out of both of these committees on both of the bills. 

You mentioned at the outset the administration. I was somewhat 
disappointed not to hear more recognition from the President of 
structural causes of inflation in his recent statements, though we 
were somewhat reassured yesterday to discover one of the reasons 
for his failure to acknowledge structural causes of inflation is 
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owing to the fact that two of the pages in his speech were stuck 
together. 

Senator Bentsen. That may have been what happened at the 
United Nations too. I don't know, [Laughter.] 

Senator Stevenson. In any event, I received a call yesterday 
from Secretary Klutznick after having announced at this hearing 
yesterday that we expected to hear from the administration on 
Wednesday afternoon with respect to its position on these bills, and 
I have to say now that we will not hear from the Secretary on this 
Wednesday. The administration wants another 2 weeks in which to 
take a position. 

So I would hope that you and others interested could say to the 
administration, in particular the Justice Department, that it would 
be ironic if in the name of competition the antitrust laws of the 
United States were permitted to prevent the United States from 
effectively competing throughout this highly competitive world. 

You have pointed out very clearly from your own experience 
what's happened to the United States in some parts of the world. 
It's happening everywhere, and those countries which don't already 
have trading companies will soon have them, including Canada 
perhaps. 

You made one mistake on that trip. You should have taken the 
Attorney General along. 

INDUSTRIAL BASE TURNOVER 

Senator Bentsen. I agree. I really should have. You know, one of 
the things that's disturbing me, Mr. Chairman, when you go over 
there and see the fact that the Japanese are turning over their 
industrial base now once every 10 years and we are turning over 
our industrial base once every 30 years, it doesn't take any genius 
economist to understand that their working people are going to 
have better and more modern and more efHcient tools in their 
himds than will our working people. I don't care how hard ours 
work, how long hours or how intelligently they work, unless they 
have efficient, effective tools to work with it s going to be very 
difficult for them to be competitive and get our full share of the 
world market. 

Senator Stevenson. They are not btuling out Chryslers. They are 
creating the industries of the future, particularly in high technol- 
ogy. There will be very little left that's superior or unique to the 
United States sifter the end of this year. 

I thank you again and look forward to working with you on these 
bills. Thank you, sir. 

Senator Bentsen. Thank you very much. I'd like to put my 
remarks in the record. 

Senator Stevenson. The full statement will be placed in the 
record. 

[Complete statement follows:] 

^TA-mnNT or Llovd Bbntsen. U.S. Senator From thx State op Texas 
Thank you, Mr, Chairman, for the opportunity to awear before the International 
Finance Subcommittee and testify in support of S. 2S79, the Export Trading Compa- 
ny Act 
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I commend you, Mr. Chairman, for your efforts on behalf of this important 
legislation and for your long history of concern for American exports. I am pleased 
to join you as a cosponsor of the Export Trading Company Act and look forward to 
working wilii you and your subcommittee members to insure that it becomes law. I 
also hope that in the months to come we can Hnd additional areas of cooperation in 
our eflort to make American goods more competitive in world markets. Esport 
competitiveness has become and will remain one of my legislative priorities. I 
believe that legislation like S. 2379 is absolutely essential if the United States is to 
succeed in the tough, competitive world of trade. 

It is no secret, Mr. Chairman, that in recent years our trade performance has left 
much to be desired. A two year, {60 billion balance of trade deficit testifies eloquent 
ly to the magnitude of our problems. Our chronic balance of trade problems contrib- 
ute to domestic inflation, debase the value of our currency, undermine efforts to 
deal with our energy problems, and create real doubts about our future access to 
rapidly expanding world markets. 

Our problems in trade are obviously linked to domestic economic problems like 
inflation, declining productivity, low rates of savings and investment, and excess 
demand in the system. Before we can hope to compete BucceBsfully in the interna- 
tional marketplace, we must demonstrate that we can put our own economic house 
in order. It will take time, sacrifice, and discipline to realize the fundamental 
reforms that will restore a healthy, dynamic American economy characterized by 
real growth. 

The lot^-term nature of our economic problems should not, however, discourage 
us from taking steps that will have an immediate and favorable impact on our 
ability to export. The Export Trading Company Act will clearly promote American 
commercial interest abroad. We have seen over the years that export trading 
companies are an essential ingredient in the commercial success of nations, like 
Japan, that have emerged as consistent winners in the battle for export opportuni- 

While in £!ast Asia with the Joint Economic Committee earlier this year we held 
nine days of hearings with American businessmen to determine what can be done to 
improve our competitiveness. L^palation to permit more effective and efficient U.S. 
trading companies was high on their list of priorities, and S. 2379 is responsive to 
this concern. 

Mr. Chairman, our exporters must compete against the combined resources of the 
most efficient and agressive trading nations in the world, I can see no good reason 
to continue to deny them the support and assistance of full-fledged American 
trading companies. When S. 2379 is enacted into law, thousands of small U.S. 
businesses, currently put off by the risks and complexity of exporting, will find it 
easier to market their producte abroad. Trading companies of the ^pe envisioned in 
this legislation will help spread out the risks of foreign traiie and absorb currency 
fluctations . . . they will be better able to provide competitive financing . . . identi- 
fy market opportunities , , . and help organize joint construction projecta abroad. 

As you may be aware, Mr, Chairman, Senator Oanforth and I have attacked one 
area of this problem by introducing legislation — S. 864 — to amend the Webb Pomer- 
ene Act. Webb Pomerene was enacted in 1918 to encourage joint export activities so 
long as they do not restrain trade within the United States. Over the years, 
however, the vagueness of the law, lack of adequate certiflcation procedures, and 
the threat of Justice Department prosecution }:^ve actually served to discourage 
U.S. firms from joining in joint export ventures. 

The Danforth-Bentsen bill makes the provisions of Webb-Pomerene applicable to 
the export of services; it expands and clarifies the antitrust exemption for export 
trade associations and transfers administration of the Act to the Department of 
Commerce; it creates an of5ce within Commerce to promote joint export activities 
and establishes a specific certification procedure that will eliminate the element of 
uncertainty in the current law. 

The Danforth-Bentsen bill is complementary to S. 2379 since it spells out the new 
Webb-Pomerene advantages that will be accorded to U.S, trading companies. 

1 am very enthusiastic, Mr. Chairman, about the banking aspecte of the Export 
Trading Company Act which would permit banks to participate in trading compa- 
nies and provide the financial resources and expertise reqtured to complete effec- 
tively in world trade. 

We have seen that in the highly competitive world of international trade, the 
ability to offer credit terms to potential foreign buyers often means the difference 
between winnii^ and losing sales. While the United States has traditionally discour- 
aged relationships between banks and trading companies, our competitors in world 
trade have gone in the opposite direction and, through their bank-owned trading 



2379 will, for the first time, bring the technical ezpertise and fiiu 
tbe U^. banking community to bear on the problem of esports. 

This legislation aho containn the necessary safeguards to prevent abuaes wh» 
banks enter commercial export activities by demanding aMHroval of the Federal 
banking agencies in appropriate circumstancea. Tliia legislatiMi alao prohibils a 
bank t^t owns stock m a trading company from making credit available to that 
company on terms more favorable than those afforded similar borrowara in similar 
circumatan ces . 

For too long, Mr. Chairman, this Nation haa approached international trade as a 
luxury rather than as a necessity. Today eucceas m the world of trade haa become 
an indispensable in^edient of domestic prosperity. We have been slow to adjust and 
adapt to the changing environment of traaie, and our share of world exports has 
decnmse dramatic^ly in recent years. 



reflects high credit on the work of this subcommittee. 

Senator Stevenson. Our next witnesses are Anthony Newton, 
senior vice president, Philadelphia National Bank; and James B. 
Sommers, executive vice president. North Carolina National Bank, 
Charlotte, N.C., and President of the Bankers' Association for For- 
eign Trade. We would ask both of these gentlemen to come forward 
now and we will hear their statements and turn to both of them 
for questions, and I will invite all of our witnesses to summarize 
their statements and if they do so the f^ll statements will be 
entered in the record, Mr. Newton. 

STATEMENT OF E. ANTHONY NEWTON, SENIOR VICE PRESI- 
DENT, PHILADELPHIA NATIONAL BANK; ACCOMPANIED BY 
LESUE NEWCOMER, LEGISLATIVE AFFAIRS REPRESENTA- 
TIVE 

Mr. Newton. Mr. Chairman, my name is Anthony Newton. I am 
the senior vice president of the Philadelphia Natiotutl Corp., a one- 
bank holding company headqusirtered in Philadelphia, Pa. I also 
am senior vice president of PNC's principal subeioiary, the Phila- 
delphia National Bank. 1 am accompanied here by Leslie Newcom- 
er, a legislative affairs representative of the bank. 

[Complete statement follows:] 



My name is E. Anthony Newton, I am a Senior Vice President of the Philadelphia 
National Corporation, a one-bank holding company headquarterod in Philadelphia, 
Pennsylvania. I also am Senior Vice President of PNC's principal subsidiary, the 
FhiladdohiB National Bank. 

The Philadelphia National organization is grateful to the Subcommittee for this 
opportunity to express views on S. 2379, "the Export Trading Company Act of 1980". 

By way of background, the Philadelphia National Bank was founded in 1803 and 
was, on December 31, 1979, the 30th largest commercial bank in this country ranked 
t» deposits. It has been involved actively in international trade financing aince tbe 
1890'b, and waa one of the first American banks in 1965 to be awarded tne Depart- 
ment of Commerce's "E" Award for Export Excellence. PNB currently has either 
branches, representative ofTices or afTiliatee in some twenty-six counbies. llie bank 
also has an Edge Act banking subsidiary in New York. Another subsidiary, Philsr 
delphia Overseas Finance Company, is oased in San Francisco and apeciidizee in 
trade financing. 

For the years 1974-1979, 20 percent of the bank's average total assets and liabil- 
ities were attributable to international activities. I think you will find us a typical 
medium-size regional bank holding company. While other institutions in Beaton, 
Cleveland, Houston, Phoenix, Chicago, Atlanta, Pittsburg and other regional monc^ 
centers may be somewhat smaller or larger than PNC and while the degree en 



intemational emphasis will vary from bank to bank, all of us have greatly expanded 
our overseas presence in the last twenty yeare and we are all working hard to 
strengthen the range and quality of our intemational aervicea including export 
services. Speaking for ourselves, we at Philadelphia National view S. 2379 as a 
meaningful, constructive step to assist these export expansion efforts by removii^ a 
number of legal and bureaucratic barriers. 

Let me give just one example involving the subsidiary I mentioned a moment ago, 
Philadelplua Overseas Finance Company. Until last year this Tirm operated as a 
subsidiary of the Greyhound Corporation and was known as Greyhound Export 
Finance Corporation or GEFC, The firm arranges, packages and places short and 
medium term financing for U.S. based exports and for third country trade, GEFC's 
principals have been active in this field for the past ten or twelve years, and had 
developed several unique export financing packages. 

In one of these arrai^ements, GEFC purchased capital equipment from an Ameri- 
can manufacturer, stored it in a bonded warehouse in Asia and released it to local 
distributors there upon receipt of full payment. This arrangement had a number i^ 
advantages. It provided for the American exporter to be paid in cash when the 
goods were shipped. It enabled the Asian distributors to postpone payment until sole 
of the equipment had been completed, thus avoiding the onerous ccets of fmancing 
inventory In local currencies. GEFC and the lenders who actually put up the funds 
for the transactions were protected (1) by a partial buy-back commitment from the 
manufacturer; (2) by actual title to the goods; (3) by an internationally known 
warehouse company; and (4) by overall policing by a local Asian bank. This arrange- 
ment is typical of inventory Fmancing packages being structured by the firm today 
in several key overseas transshipment centers. 

During 1979, with appi:t>val of the Comptroller of the Currency, The Philadelphia 
National Bank acquired an 80 percent interest in the firm. Under general banking 
taw, banks are not permitted to hold title to general assets other than those used in 
the normal course of business or acquired upon a loan default. This has required the 
firm, now renamed the Philadelplua Overseas Finance Company, to involve more 
third parties, more paperwork, more opportunity for miscommunication and, cer- 
tainly, more fees to the American exporter to accomplish the same task. We inter- 
pret Senator Heinz' and Senator Stevenson's bill to remove this extra obstacle aod 
extra cost by permitting export trading companies with bank ownership to hold title 
to goods being exported. 

"liie complex type of transaction I have described is one which calls upon an 
American bank's overseas contacts, its representatives, its foreign reputation and its 
expertise in developing proper documentation for transactions. It would be extreme- 
ly costly for even the largest of American exporting companies to duplicate this 
array of resources— and none but the largest could succeed. It would be even more 
costly, not to mention risky, for an American exporter to compete in a half-baked 
way^with controls only partially established, with communicationa only partially 
developed, and with foreign exchange control laws and legal precedents only half 
understood. Especially for small and medium-sized frrme, the consequences of a 
major export sale that came unraveled could be disastrous. S. 2379 would permit our 
oifranization to use our existing network of overseas resource* much more effective- 
ly to serve the large numbers erf existing and potential exporting firms which cannot 
realistically approach the overseas market without sophisticated support. 

Thank you. 

Mr. Newton. Mr. Chairman, we've followed the progress of jrour 
efforts for the past 6 months. I attended the hearings in mid- 
September and one could not but come away impressed by the 
thoroughness and the thoughtfulnees and the care that you have 
shown in etnicturing this bill and facing the various issues and 
concerns. If we can do anything further to assist you and Senator 
Heinz and others in these efforts we would be honored to do so. 
Thank you. 

Senator Stevenson. Thank you, sir. Mr. Sonuners. 
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STATEMENT OF JAMES B. SUMMERS, EXECUTIVE VICE PRESI- 
DENT. NORTH CAROLINA NATIONAL BANK, AND PRESIDENT. 
BANKERS' ASSOCIATION FOR FOREIGN TRADE; ACCOMPA- 
NIED BY GARY M. WELSH. ESQ. AND THOMAS L. FARMER. 
ESQ. 

Mr. SoMMBRS. My name is James B. Sommers and I am president 
of the Bankers' Association for Foreign Trade. I eim also executive 
vice president of North Carolina National Bank. 

The association is pleased to have this opportunity to testify in 
support of S. 2379 because the promotion Euid support of U.S. 
exports has been one of BAFT's fundamental priorities since its 
inception. Improved export performance has also become one of 
this Nation's most critical economic priorities, a fact underscored 
in January's trade deficit of more than $4.7 billion, the second 
largest monthly trade deficit on record. 

In my statement this morning, I would like to focus on the need 
for export trading companies in the United States euid the contri- 
butions which can be made by U.S. banking organizations to their 
success. I would also like to address briefly the veirious incentives 
which S. 2379 provides, and the various export disincentives that it 
removes. 

The nub of our trade problem was aptly summarized by the Joint 
Elconomic Committee in its 1980 Elconomic Report: 

[Itt U not only the oil bill that concerna American policvmakerB. 

Nearly all other natioiiB recoRnize the link between international trade and domes- 
tic Droiperity. The United Stales ha£ been slow to a4)UBt t« the competitive world of 
trade. We have tended t« view foreign trade as a luxury rather than a necessity. In 
the meantime, the U.S. market has become the target of int«^ated, well-fmanced, 
and highly successful efforts by our competitora. 

Expanding the U.S. share of foreign trade market is crucial 
because once you lose market share, you lose the ability to export 
spare parts and services over the economic life of a project. 

The challenge is thus clear. More U.S. firms must export and, to 
do BO, they must be given the meeuis to meet highly sophisticated 
foreign trade competition. S. 2379 is directed precisely at these 
most crucial problems. 

First, to involve more U.S. firms in exporting, they must be 
given both the opportunity and the means to export. S. 2379 accom- 
plishes both of these ends by encouraging the formation of export 
trading companies that will be able to provide to small- and 
medium-sized businesses the export know-how and financial re- 
sources necessary to carry on a successful export business. It is 
these firms that most need the services of an export trading compa- 
ny, and thus will most directly benefit from enactment of S. 23*79. 
In this regard, the members of BAFT are prepared to assist small- 
and medium-sized U.S. firms maximize their potential for export- 
ing goods and services from the United States. 

EXPORT BARRIERS 

Second, to be competitive in export markets, U.S. firms must be 
relieved of the export barriers and disincentives that the IJ.S. 
imposes from within and which often only serve to benefit our 
competition and make exporting more difficult than it need be. 

r:,-,'..duL.tH")ylC 



.gk 



Ill 

Amot^ the most important barriers are those which have artificial- 
ly compartmentalized various s^ments of the export process and 
effectively blocked development of U.S. export trading companies 
in response to natural market forces. S. 2379 would remove or 
modify these barriers and leave it to private industry to develop 
the most efficient end competitive forms of export org£uiizations. 

Included among these barriers to the formation of export trading 
companies are certain legal restrictions established over 60 years 
ago which have prevented U.S. banking organizations from partici- 
patit^ in the development of U.S. export trading comptmies. 

If I may digress for a second, I would like to give you an example 
which we see in our own market, which is quite similar to other 
industries in other parts of the United States. Textile equipment 
manufacturers manufacture a limited specialty line of machines. 
They have been able to do this and be successful over the years 
because of the size and sophistication of the U.S. market. 

However, when they b^in to try to export and sell offshore, they 
find that people in the developing parts of the world that lack this 
sophistication and capital want a textile mill, not a spinning frame 
or drafting equipment. The Germans, the French, the Swiss, and 
the Japanese are able to provide, in combination with construction 
companies and banks, one project where a sum of money can be 
put up and a textile mill constructed and turned over to the 
owners. 

No such situation exists in the United States in any viable form 
and therefore this puts our manufacturers at an extreme competi- 
tive disadvantage. This is a particular shame, because the majority 
of the market expansion offshore for this type of equipment is in 
the world's developing countries. 

Thus, we must take a look at the world as it is and be prepared 
to modify bEuriers or restrictions imposed under vastly different 
economic circumstances that now only serve to frustrate our broad- 
er national interests. Among these restrictions are legal provisions 
which prevent U.S. banking organizations from investing in firms, 
such as U.S. export trading companies, that engage in export trade 
or in providing export trade services. 

No such restrictions inhibit our trading partners. As a matter of 
fact, banks are often the key ingredient in these coiintries' succesa 
in attacking foreign markets. 

Because the trading company concept is new to the United 
States, it is difficult for me to indicate at this time the precise ways 
banking organizations may choose to participate. However, r^ard- 
less of what form the banks take, their involvement will be con- 
trolled through the existing bimk regulatory freunework and the 
numerous safeguards which are built into this legislation. 

I would like to take this opportunity, however, to highlight the 
many important contributions which banking organizations can 
make to the success of U.S. export trading compeuiies. 

CONTBIBUnONS BY BANKING ORGANIZATIONS 

First, the U.S. banking system reaches virtually every U.S. busi- 
ness, including especially small- and medium-sized U.S. businesses 
in the United States. U.S. banking oi^anizations can thus provide 
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an important introductory link between trading companies and 
U.S. businesses seeking to export their goods or services. 

Second, in today's world, the finance component of an export 
transaction is becoming the most crucial element. A trading com- 
pany must therefore be able to provide or arrange for appropriate 
trade financing. Bank participation in a trading company will 
clearly expand its capabilities to do so. 

Third, bank participants can help trading companies penetrate 
markets abroad and can provide U.S. export trading companies 
with the knowledge and experience crucial to meeting foreign 
competition. 

Fourth, permitting banking ot^anizations to be linked with trad- 
ing companies will also better enable U.S. trading companies to 
compete with their forei^ counterparts. 

Our association and its members believe that there are le^ti- 
mate questions concerning the scope of bank participation which 
will have to be carefully considered. In general, we oelieve ques- 
tions concerning the appropriateness of bank participation can best 
be bandied through the r^ulatory process, as they are now, on a 
case-lqr-case basis. Nevertheless, we believe S. 2379 includes several 
important saf^uards. The a^^regate limitation on bank ownership, 
when combined with the banBng eigencies' broad r^ulatoiy, super- 
visory, and examination powers and existing legal restrictions such 
as on loEms to affiliates, insure that S. 2379 will not breach the 
domestic line separating banking from commerce. Our members 
view this bill solely as an opportunity to expand their involvement 
in assisting U.S. exports thix)ughout the world. It is not a vehicle 
for investment in domestic nonbank industries. 

In summary, BAFT supports section 5 because we believe it is in 
the national interest to make the knowledge, expertise, and re- 
sources of our banking system available to our own trading compa- 
nies, our own exporters, and their customers. 

We have one specific suggestion which we would like included in 
the record. In r^ard to me Webb-Pomerene Act, we believe it is 
in^tortant that the service industries be extended the benefits of 
ihe act and the act itself should be reshaped to give such associ- 
ations more antitrust certainty in joint operations overseas. 

We appreciate the opportunity to appear before this committee 
and wholeheartedly endorse your bill. 

[Complete statement and appendix follow:} 
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STATEMENT C^ 



PRESIDENT 

BANKERS' ASSOCIATION FOR FOREIGN TRADE 

AND 

BXECOTIVE VICE PRESIDEHT 

NORTH CAROLINA NATIONAL BANK 

Hy name is JanieB B. Somwrs and I an President 
of th« Bankers' Association for Foreign Trade. I an also 
Executive Vice President of North Carolina National Bank. 
I aia accompanied by Douglas R. Stucky, a Director of the 
Bankers' Association for Foreign Trade who is also Chaiznan 
of the Association's Export Expansion Committee and a First 
Vice President of First Misconsin National Bank of Milwaukee. 
He are joined by the Association's counsel, Thonas L. Famer 
of Che Washington law firm o£ Prather, Seeger, Doolittle i 

The Bankers' Association for Foreign Trade (BAFT) wa. 
founded in 1921 by a group of banks whose purpose was to 
expand their knowledge of international trade and to develop 
sound banking services and procedures in support of trade. 
Today, BAFT'S voting membership of 147 U.S. banks includes 
virtually all of those having significant international 
operations. The Association also includes as non-voting 
members 95 foreign banks maintaining offices in the United 
States, and thus embraces nearly all the major international 
banks of the world. 

BAFT is pleased to have this opi^rtunity to testi- 
fy in support of S. 2379, 'The Export Trading Company Act 
of 1980," because the promotion and support of U.S. exports 
has been one of BAFT's fundamental priorities since its in- 
ception, inproved export performance has also becone one of 
this nation's most critical econooic priorities, a fact 
underscored in January's trade deficit of more than $4.7 
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billion <C.I.F. basis), the second largest monthly trade 
deficit on record. Unfortunately, this deficit was the 
latest bad news in a disturbing long-term trend — the 
Joint Economic CoMDlttce of the Congress recently reported 
that over the last decade our terms of trade have deterio- 
rated by some 25 percent. S. 2379 is but one of a series of 
important measures that is needed to halt and ultimately 
reverse this trend. 

In my statement this morning, I would like to 
focus on the need for export trading companies in the U.S. 
and the contributions which can be made by U.S. banking 
organizations to their success. I would also like to address 
briefly the various Incentives which S. 2379 provides, and 
the various export disincentives that It removes. 



The nub of our trade problem was aptly summarized 
by the Joint Economic Committee in its 19B0 Economic Reporti 



Nearly all other nations recognize 
the link between International trade 
and domestic prosperity. The United 
States has been slow to adjust to the 
competitive world of trade. We have 
tended to view foreign trade as a 
luxury rather than a necessity. In 
the meantime, the U.S. market has 
become the target of integrated, well- 
financed, and highly successful efforts 
by our carapetltora. 

The challenge is thus clear, Hore U.S. firms must export 

and, to do so, they must be given the means to meet highly- 
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sophisticated foreign trade competition. S. 3379 ie directed 
precisely at these moat crucial problems. 

First, to involve more U.S. firms in exporting, 
they must be given both the opportunity and the means to 
export. S. 2379 accomplishes both of these ends by encoura- 
ging the formation of export trading companies that will 
be able to provide to snail and medium-sized businesses the 
export know-how and financial resources necessary to carry 
on a successful export business. It is these firms that 
most need the services of an export trading company, and 
thus will most directly benefit from enactment of S. 2379. 
In this regard, the nemberB of BAFT are prepared to assist 
small and medium-sized U.S. firms naxinize their potential 
for exporting goods and services from the United States. 

Second, to be competitive in export markets, U.S. 
firms must be relieved of the export barriers and disincen- 
tives that the U.S. imposes from within and which often 
only serve to benefit our coR^etition and make exporting more 
difficult than it need be. Among the moat important barriers 
are those which have artificially compartmentalized various 
segments of the export process and effectively blocked 
development of U.S. export trading companies in response to 
natural market forces. S. 23T9 would remove or modify these 
barriers and leave it to private industry to develop the 
most efficient and competitive forms of export organizations. 
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Incluaed among those barriers to the formation 
of export trading companies are certain legal restrictions 
established ovec sixty years ago which have prevented U.S. 
banking organiiations from participating in the development 
of U.S. export trading companies. In fact, we would call 
to the Subcommittee's attention the rather anonalous situa- 
tion under present law, whereby a foreign bank doing Bwsiness 
in the U.S. may Invest in a foreign trading oonqiany that 
exports to the U.S., and certain types of U.S. banking or- 
ganizations may invest in foreign trading companies that 
buy and sell goods abroad, but a U.S. banking organization 
niay not invest in a U.S. export trading company that buys 
U.S. goods for the purpose of exporting them abroad . In 
other words, the line separating banking and cooBerce frus- 
trates the development of U.S., but not foreign trading 
ccmipanies. For reasons I will shortly discuss, BAFT believes 
it is time to move that line to a point where it will do 
the most good for U.S. expects and the U.S. eoonoa^, without 
conpromlsing more fundamental concerns about the separation 
of banking from comierce within doaiestic markets. 

Third, S. 2379 recognizes that it Is vital to our 
future foreign trade growth to establish trading coq>anles 
that can facilitate the joint export of U.S. goods and 
services. United States service induatriee are facing increas- 
ingly stiff government-supported foreign competition, as 
detailed by Under Secretary Hodges In his earlier etateaent 
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on S. 1663, An axport trading ccnpany will be able to 

coabine th« talents of large and small U.S. finu producing 

cdopleinentary goods and services and put togethec a coa^lat* 

export package better able to Meet both foreign denonda and 

foreign conpetitlon. It will be able to export a con^lete 

textile mill, or complete conetruction project — not Just 

individual pieces of machinery. 

The Contributions Which Banking 
Organizations Can Hake to the 
Success of B»port Trading Cowynnies 

In general, we believe the strength of S. 2379 
is its reliance on the ingenuity, productivity and efficiency 
of the American business and financial ccmniunity. Instead 
of mandating a particular form of trading company or imposing 
an inappropriate foreign raodel on U.S. industry, it leaves 
it up to the U.S. private sector to develop what is likely 
to be a highly diverse group of trading companies — sose 
large, sane small, some owned by a single firm, some jointly- 
owned, some with bank participants, some owned entirely 
by nonbanklng organizations, some formed around particular 
industries, and some formed for particular markets. It is 
thus in the growing mainstream of legislation designed to 
improve U.S. competitiveness by deregulating instead of regu- 
lating, by promoting rather than burdening U.S. business. As 
Chairman Voloker of the Federal Reserve Board recently remarked 
on the Fed's membership question, we can no longer legislate 
on the basis of nostalgia. Instead, we must take the world 
as it is and thus must be prepared to modify barriers or 
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restrictianB imposed under vastly different economic circum- 
stances that now only serve to frustrate our broader national 
Interests. Anong these restrictions are legal provisions 
which prevent U.S. banking organizations from investing in 
firms, such as U.S. export trading companies, that engage 
in export trade or in providing export trade services. 

Rather than discuss theae provisions at length 
in my testimony, I asked our counsel to prepare a sunmary 
of the major legal restrictions and these ore included in 
an Appendix to my statement. The restrictions derive 
principally from 1919 restrictions included in the Edge Act, 
and fhey were based on a concern that U.S. export trade 
might somehow become dominated by one or two large trading 
conpanies involving a few industrial giants and the relative- 
ly few banks engaged at that time In '.rade financing. These 
restrictions thus bear little relation to today's highly 
competitive world of International trade, and the Internation- 
alization of trade financing. In particular the days when a 
relatively few money-center banks did most of our trade 
financing are ancient history. As indicated by the scope of 
our membership, hundreds of banks — both domestic and foreign 
— are aggressively competing in trade financing across the 
country. Changes in the Edge Act and the Federal Reserve's 
Regulation K, largely brought about through the leadership of th 
Chairman of this Subcommittee i have increased that cc»T9>etltion 
and stimulated more bank involvement in trade financing 
throughout the country. This diversity and strength of 
bank conipetltion Is, of course, matched by an equally 
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aggressive commercial export sector. The world has changed 
greatly since 1919. 

Section 5 recognizes this changed world by giving 
Edge Corporations, banks, and bank holding companies the 
opportunity to invest in export trading cca^anles, including 
firms that engage only in providing export trade services, 
such as a freight- forwarder. We support the inclusion of 
export trade service firms within section 5 because it would 
give many banking organizations the opportunity to expand 
their range of trade services without necessarily having to 
invest in a trading company that buys and sells goods. This 
would thus enable banks to present to their cuBttmers a more 
complete, integrated package of services that would faciliate 
and promote exports. Moreover, with additional managerial 
and financial resources, many small export trade service 
firms would be able to expand and improve their operations. 

Because the trading con^any concept is new to the 
United States, it is difficult for me to indicate at this 
time the precise ways banking organizations may choose to 
participate. Some banking organizations may want to finance 
export trading companies and their custoaers but not take an 
equity positioni others are more interested in Investing in 
export trade service firms than export trading cmpanies; 
and others are interested in investing in export trading 
companies, but may differ on the scope of participation they 
may find appropriate e.c[, , some are Interested in joint 
ventures and others are interested in forming their own 
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Eubaldiaries. Given this diversity of Interest, we support S.2379's 
flexible approach and vould thus reconniend against foreclosing any 
options at the present time because trading companies nust and will 
evolve In response to market forces, and banking orzanlzation 
Involvement will be controlled through the existing bank 
regulatory framework. I would like to take this opportunity, 
however, to highlight the many important contributions which 
banking organizations can nake to the success of U.S. export 
trading companies, and thus to the Improvement of U.S. export 
performance. 

First, the United States banking system reaches 
virtually every U.S. business, including especially small 
and mediuM'Sized U.S. businesses — the focus of S. 2379. 
United States banking organizations can thus provide an impor- 
tant introductory link between trading ccmpanies and D.S. 
businesses seeking to export their goods or services, in 
this regard, U.S. banks already play an important role in 
introducing Exinbank, ?CIA and other programs to businessman 
throughout the country. Simply put, there is no better way 
to reach U.S. business than through the banking system. 

Take the case of a regional bank in the South, for 
example, where the export of textile, tobacco and other ag- 
gricultural products are of crucial importance to our regional 
economy, A banking organization with an investment in a 
trading company or even a freight- forwarder will have an 
incentive and the opportunity to link such a ccmpany with 
small producers and farmers throughout the region. The 
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sane, of courser would be true in other regions of the 
country, and for other activities — industrial, cooBerclal 
or otherwise. Banks can thus assist trading companies In 
their reach Inward to involve all existing and potential 
aegnents of our export sector. 

Second, in today's world, the finance component of 
an export transaction is perhaps its most crucial element. 
A trading company must therefore be able either to provide 
or arrange for a^ropriate trade financing. Bank participa- 
tion in a trading coiq>any will expand its capabilities to 
do ao; in particular, a bank will be able to use its domestic 
and foreign network of correspondents to arrange a trans- 
action from anywhere In the U.S. to anyplace in the world. 

Third, bank participants con help trading cmtpanies 
penetrate markets abroad and can provide U.S. export trading 
companies with the knowledge and experience crucial to meeting 
foreign competition. Hany U.S. banks have substantial Inter- 
national networks that reach into every major export market 
and which form a tremendous reservoir of talent and experience 
for a trading company. For example, foreign branches and 
affiliates of U.S. banks have a detailed knowledge of local 
economic conditions, government policies, and business prac- 
tices which would take a de novo trading company years to 
develop on its own, and which knowledge is crucial for ooeq^ting 
abroad. 
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Fourth, permitting banking organizations to be 
linked with trading ccm^anies will also better enable D.S. 
trading companies to compete with their foreign counterparts. 
It will also Improve the ability of U.S. banks to compete 
both onshore andoffshore with foreign banks. In its hearings 
on U.S. export policy and on S. 1663, the predecessor to 
S. 2379, this Subcommittee has become aware al the linkages 
between foreign trading C(X:lpanies and foreign banXa. While 
these linkages are based overseas, they extend to the U.S., 
and greatly assist foreign trading cos^anies in penetrating 
U.S. markets, tf we permit foreign banks to own U.S. banks 
and to be linked with foreign trading companies that export 
foreign goods and services to the U.S., why shouldn't we 
pecralt U.S. banks to link with U.S. trading companies that 
export U.S . goods and services abroad? We believe we should, 
and that these linkages will greatly strengthen the cmipeti- 
tive ability of U.S. banks, exporters and export trading 
companies in foreign markets. 

Hhile banking organizations can thus make a positive 
contribution to U.S. exports through participation in trading 
companies, BAFT and its members believe that there are le- 
gitimate questions concerning the scope of bank participation 
which have to be carefully considered. In general, we 
believe questions concerning the appropriateness of bank 
participation can best be handled through the regulatory 
process, as they are now, on a case-by-case basis. Neverthe- 
less, we believe that S. 2379 contains certain Important 
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safeguards that are appropriate Co establish in the governing 
statute, and certain procedures which ace desirable because 
they give banking organizations and Che responsible agencies 
necessary guidance on how the law is, in fact, to be ii^le- 

For exan^le, S. 2379 includes several important 
safeguards which limit bank exposure to any possible non- 
banking risks; 1) except for an investment Edge 
Corporation which accepts no deposits, a banking organization 
is prohibited from investing more than ten percent of its 
capital and surplus in one or more export trading companies, 
including export trade service firms; 2) with Che exception 
again of an investment Edge, no banking organlzaClon can InvesC 
more than five percent of its capital and surplus or acquire a 
controlling Interest in an export trading company without its bank 
supervisor being given the right to disapprove the invest- 
ment! and 3) any banking organization with an investment in 
a trading cofDpany is required to deal with such company and 
its customers on a strictly ams-Iength basis. This latter 
restriction not only ensures against any unsound banking 
practices but it also ensures against any unfair competitive 
advantages accruing to a trading coo^any oc export trade 
service firm with a bank investor. 

These limitations, when combined with the banking 
agencies' broad regulatory, supervisory, and examination 
powers and existing legal restrictions, such as on loans to 
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affiliates, ansurs that S. 2379 will not brMCh the doaeatlo 
line Bspersting banking from conaerce. Our BeBbers view 
this bill solely as an opportunity to expand their involve- 
Mant in asBlsting U.S. export* throughout the world) it is 
not a vehicle for investment in dotMstic nonbank industries. 
In this regard, U.S. banking laws have always permitted U.S. 
banking organizations greater freedon in their international 
and foreign activities, particularly in support of U.S. 
exports, because it has consistently bean recognized — even 
in 1919 — that additional powers are often needed to cctt- 
pete effectively abroad. For that reason, tba Congress mad* 
it clear in considering the Edge Act that Edge Corpor-dtions 
could invest in foreign trading coitf>ani«s. S. 2379 nerely 
recognizes this need for special rules in the export area to 
ensure that internal policies are not applied in our interna- 
tional business operations to the detriment of U.S. buainaas 
and U.S. jobs. 

In sunmary, BAFT supports section 5 because we be- 
lieve it is in the national interest to make the knowledge, 
expertise, and resources of our banking system available to 
our own trading companies — our own exporters and their 
customers. We believe that it is in the national interest 
to give ban)cing organizations the chance to participate in 
an initiative aimed at strengthening the nation's economy 
and providing real benefits to its citizens. 
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S. 2379 recognises that the U.S. has a lot of 

catching up to do In the trading company area and It thus 

includes a number of United incentives designed to encourage 

the formationof trading companies, particularly by smaller 

firms. In general, BAFT supports these pcovlstons and 

would like to take this opportunity to comient on what w« 

perceive to be the most significant of such provisions. 

Eligibility Under the Hebb- 
Pomerene Act (SECTIOM 9) 

At the outset, I would like to say that BAFT 
supports enactment of S. BGT, 'The Export Trad* Association 
Act of 19B0' and we would urge the Connittee to report 
favorably on both bills. In particular. It is Important that 
service Industries be extended the benefits of the Hebb- 
Pomerene Act and that the Act itself be reshaped to give 
such associations more antitrust certainty In their joint 
operations overseas. He think it of equal importance that 
trading companies be given the opportunity to obtain a Hebb- 
Pomerene exemption for their export trade activities. Subs- 
tantial uncertainties in this area could dissuade nany 
banking organizations from participating. The preclearance 
certification procedures and consequent protections that 
would be available under S. B64 would thus be particularly 
helpful. He would reconrasnd, however, that not only export 
trading coiiv>anies but also export trade service firms owned 
in whole or In part by banking organizations be made eligible 
for the exemption. 
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At present, certain types of financial institutions 
are themselves ineligible for DISC treatment. While this 
prohibition does not by its terns apply to bank affiliates , 
such as a trading coiq^any. Treasury Departnent policy in this 
area has been somewhat restrictive. Since it would be unfair 
to give a less favorable tax status to export trading com- 
panies or their subsidiaries owned in whole or in part by 
banking organizations, we support section lOla) which would 
make clear that bank ineligibility for DISC would in no 
way affect DISC eligibility for export trading coiq>anies with 
a bank shareholder. Again, we would reconvend that this be 
made clear for export trade service firms as well. 

In general, we support DISC eligibility for 
export trading companies as being necessary in order to com- 
pete abroad. DISC may be our only option under HTN. 
Eximbank Involvement (SECTIONS 6 and 7 ) 

Section 6 of S. 2379 provides for Exinbank loans 
and guarantees to meet certain initial start-i^i costs of 
export trading coaipanles that cannot obtain or afford co«- 
mercial financing. The several limitations iiqiosed on this 
program appear clearly designed to hav« a negllgibl* impact on 
Bxinbank's authority and to limit its use to aMall concerns. 
Given the newness of the trading company concept in the U.S., 
this type of limited start-up assistance may well be needed 
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Section 7 would give Exinbank the authority to 
guarantee up to eighty percent a£ the principal of loans 
extended by financial institutions or other private creditors 
to export trading companies or to exporters for a period up 
to a year, provided such guarantees meet certain criteria 
and are adequately secured by export accounts receivable 
of inventories of exportable goods. He first of 
all support the principle of giving export trading companies 
the sane access to Exiiabank as other exporters. The eighty 
P«rcent guarantee would, of course, be a new program and 
one available to all exporters, not just export trading 
companies. He believe this new program could be useful in 
providing export financing to de novo or small exporters or 
export service firms, and could be of particular benefit to 
export trading companies, which will be new types of firms 
with, for the mostpart, no established track record. Once 
a bank developed a successful financing relationship with an 
export trading company or exporter, the need for the guaran- 
tees would diminish, its primary value would thus Bae in 
stimulating new export trade and financing that would be 
ultimately taken over entirely by the private sector. 
Other Provisions 

Finally, we would like to express our support 
for Section 8 which will extend the privileges of S. 2379 
to state -chartered trading companies and Section 4 which 
would direct the Commerce Department to encourage the for- 
mation and facilitate the development of export trading 
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companies. Many atatea have developed firat-rote export 
prcnotlon prograna, and they ahould b« given the option 
of developing their own trading company models. The Com- 
merce Department referral service provided in Section 4 
could be extremely helpful, aince often the biggeat hurdle 
facing a amall exporter la locating the services he needs. 
The great advantage of a trading company la that it will 
give him one-atep service. 

COMCLUSIOM 
I would like to conclude by expressing our support 
for passage of S. 2379 this year. Hy colleaguea and I would, 
of course, be pleaaed to answer any queations you might have. 
I would also like to take this opportunity to express our 
willingness to work with your staff and the banking agencies' 
staff on any aspects of this legialation where our input may 
be of assistance. 
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APPENDIX 

SUHHABV OF BANKING 

ORGANIZATION INVESTMENT 

PROHIBITIONS RELATED 

TO S. 2379 

INTRODUCTION 

There are three basic investnent prohibitions 

that are relevant to section 5 of S. 2379: (1) paragraph 

61c) of the Edge Act (12 U.S.C. S ei5(c)) which prohibits 

an Edge Act Corporation from Investing in any corporation 

'engaged in the general business of buying or selling 

goods, wares, merchandise or connioditles in the United 

States]' (2) section 16 of the Glass-Steagall Act which, 

except as permitted by law, generally prohibits a national 

1/ 
or state member bank from acquiring for its own account 

'any shares of stock of any corporation;* and, (3) section 4(a) 

of the BanX Holding Company Act of 1956 (12 U.S.C. S 1843(a)), 

which, with certain exceptions, generally prohibits a holding 

company from engaging in nonbanklng activities or from 

owning or controlling shares of any company that Is not a 

y 

bank. These provisions, among others, implement the general 
policy of separating banking from cMwnerce within the United 
States. 



y Secticn 5136 of the Revised Statutes directly applies the [ffohibiticns of 
sectlcn 16 to national banks (12 U.S.C. S 24) , P. 7) ; state Renter baidts 
are subject to sudi picwislon ty reascn of aection 9 of the Federal Deserve 
Act (12 U.S.C. S 335). 

2/ See also the Shemnn and Claytcn Antitrust Acts [15 U.S.C. S 1 ai^ 15 U.S.C. 
SD , secticn 5199 of the Revised Statutes Uniting ths ammt of dividods 
payable by a menber bank 112 U.S.C. S 60] , and S 23A of the Federal Reserve 
Act Limiting the mnount of Icons to affiliates (12 U.S.C. S 371c) . 
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Ttm typ« of exporc trading t't envlaoged by 
S. 3379 tfould not be a holding coapany for BanagiDg invest— 
■ents in U.S. industrial or coaaercial enterprises — the 
thrust of the prohibitions described above. lUther, it 
would be engaged principally in exporting end providing 
export trade services for unaffiliated persona, and certain 
Incidental iDportlng and other activities necessary to 
carry on its operations. Nevertheless, any such conpany 
which, as part of its business, bought and sold goods in the D.S. 
principal e.j. , purchased goods fron U.S. exporters for 
resale abroad or. In a barter transaction, took title to 
foreign goods for resale in the D.S. , irould appear to cosm 
within the literal prohibitions described. Section 5 of 
S. 3379 IB thus necessary to clearly override these prohi- 
bitions in the case of export trading con^anies. It should 
be noted that section 5 otherwise leaves intact the general 
prohibitions described; It thus creates only a limited 

exception for export trading companies encompassed within 

1/ 
section S of the bill. 

The following discussion briefly analyzes such 

a limited exemption for export trading companies in light 

of the purposes of the prohibitions described and other 



3/ Ite definition of export trading acpany in secticn 5(12) is not limited 
to a canpany that buys or sells goods. A firm that cnly Esrovidea export 
trade services is also made an eligible investnBnt . vlhile it is 
possible the Fodeiai Beaeive Boaid might permit an investment in siEh 
a more linited trade gervlce coifiaiTy for an Slge Corporation or bank 
holding ocBpany, a mgitoer faank uould still need ^lecific statute^ 
authority to make such an investment. 
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exemptions currently provided — especially for i 
operations and foreign bank holding companies. 
EDGE ACT PROHIBITION 

Paragraph 6(c} of the Edge Act was a compromise 
between House and Senate versions of the original Edge Act 
legislation. At the time of passage of the Edge Act in 1919, 
there was a concern that the broad investment powers granted 
Edge Corporation* could be used by the relatively few large 
banks then engaged in trade financing to buy up and control 
U.S. and foreign commercial concerns, and in the processi 
form cartels which could fix the prices of commodities In 
the United States. While these concerns appear unsupported 
by the legislation's more basic purpose of establishing a 
means of payment for U.S. exporters, both Bouse and Senate 
bills contained restrictions designed to prevent any such 
untoward results. The Senate bill provided that an Edge 
could only invest in a corporation that did not transact 
any business In the U.S. except such as waSt in the Federal 
Reserve Board's judgment, incidental to its international 
or foreign business. In this way. Edge Corporations could 
not be used to acquire interests in U.S. industrial or com- 
mercial enterprises. The House wanted to go even further, 
as it would have prevented Edge Corporations from investing 
in any corporation that was not principally engaged in 
international or foreign banking or financial operations. 
The House version was rejected, however. Instead, the 
Conferees took the Senate version and added to It the specific 
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pEohibltlon against invasting In any corporation angagad 

In tha ganaral businass of buying or sailing gooda, waras, 

narchandisa oc consoditles in the U.S. that la nov in 

paragraph 6(c). Tha Conference Report explained the 

Ccanittee'a action as follows i 

Host of the amendment inserted by tha 
House is stricken out as unnecessary and 
possibly haiDpering to the successful op- 
eration of the financial corporations in 
con^etition with similar foreign institutions 
and with the great private banking firms. 
In certain South American countrleo control 
of trading companies through ownership of 
atocka is declared' to be necessary , ain3 
there are certain other countries whe re 
Anarlcan goods, raw materials, or machinery 
can not be safely sold on long-term credit 
unless a voice in the management of the 
properties during the period of the credit 
can be obtained, [Emphasis added)4/ 

Given the sensitivity of his House colleagues to this 

provision. Chairman Piatt of the House Banking Ccmmlttee 

took great piains to lay out the reasons for the ccroprcoiiae 

on the House floor i 

Amendment numbered 19 has reference to 
the holding of stock of other corporations, 
and has been so amended in conference as to 
permit a finance corporation organited under 
this section to own stock in other corporatfons 
which may be engaged in buying and selling 
conrnioditles outsiae of the United States, as 
well as stock in banking or finance corporations 
---.side of the r--'-- ' "^^^^^ V. ..I... r* .Lj_ 



extended pov 

strengthen the paragraph prohibiting attempted 

monopoly or the control, or fixing of prices 

by inserting the words 'directly or indirectly,' 

so that no corporation organized under this act 



H.R. Rep, No, 66-473, 66th Cong., 2d Sess. 3 (1919). 
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could control or fix prices through stock 

ownership in any other corporation, or 
exercise any monopolistic control- This, 
of course, has reference to the United 
States. 

Probably the words 'United States' 
ought to be in the amendment, as we are 
not particularly concerned as to what 
these corporations may do in other 
countries so long as they comply witii 
the laws of these countries It seemed 



necessary to qive the riqht 
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It thus seems clear from both the language and 
legislative history of the Edge Act that an Edge Corporation 
may invest in a foreign trading company that buys and sells 
goods outside the U.S., in particular, where such nay be 

necessary or desirable to protect a long-term credit. 

J/ 59 Cong. Reo. (Part 1) 49-50 {1919). 
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Notwithstanding this broad investnent power 
IS, the Federal Reserve Board in its implementation 
of the Edge Act has generally restricted Edge Corporations 
to making non-controlling, port folio- type investments in 

y 

foreign commercial or industrial concerns. Host Edge Cor- 
porations have made such investments as part of a larger 
financing transaction — £-£■ i the Edge Corporation in 
extending credit has received shares or options to acquire 
shares at attractive prices, which arrangements may have 
supplemented a lower interest rate. Most often these 
investments have been made In South America and developing 
countries. 

The Board has, in general, strictly construed the 
prohibition in paragraph 6(c) against acquisitions of 
firms that buy and sell goods in the United States. For 
example, in 1976, the Board denied an application by an 
Edge Corporation to acquire less than one percent of the 
voting shares and approximately 6 percent of the nonvoting 

shares of a Brazilian firm which had a wholly-owned sales 

1/ 
subsidiary in California. However, in 1967, the Board 

issued an Interpretation permitting an Edge Corporation to have 

6/ See generally S 311.5 of the Board's Regulation K. 

V Sec Board letter of August 9, 1976 to Chase International 
~ Investment Corporation concerning Acos Villares, S.A., 
Sao Paulo, Brazil. 
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a noncon trolling interest in a combination export manager 
that obtained foreign orders for its U.S. clients or, 
against firm orders from abroad, itself purchased merchan- 
dise from them and reinvoiced it for export. The Board 
found the permissibility of this InvesUnent to be a 'close 
question* under paragraph 6 (c) , basing its decision largely 
on the fact that the export manager In question appeared 
to bear no market risk in its activities. A later Board 
decision involving a foreign bank holding cc^pany invest- 
ment in a similar type of firm casts serious doubt on the 

9/ 
remaining vitality of this 1967 Interpretation. 

GLflSS-STEAGALL ftCT PROHIBITIOM 

The provision in the Glass-Steagall Act prohibiting 
member bank investments in corporate stock was aimed princi- 
pally at abuses that were perceived to have occurred during 
the period which led up to the Depression: (1) the growth 
of unregulated "bank affiliates" which devoted themselves 

to underwriting operations, stock speculation, and maintaining 

10/ 
a market for the banks' own stock; (2) excessive bank 



lion infra p. 11, 

. 72-584, 72d Cong., lat Seaa. 9-10 (1932). 
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corporate inveatnenta which both fual«d atock Barkct 

11/ 
speculation and undue credic expanalont and (3) unaound 

invastiMnta , which with the collapse of the atock market 

12/ 
In 1929, contributed to bank failures. It thus aema clear 

that this prohibition was aimed at soMe rather fundonental 

abuses that occurred during thia period. 

The prohibition la, howeveri not abaoluteg it. 

of course, excepts inveatmenta permitted by other proviaiona of 

law. This is consistent with the general thrust of the statute that 

there should be a 'careful restriction of Investments,* not 

an absolute ban. Bank investments in Bdge Act Corporations 

are thus excepted from this prohibition; Edge Act Corporations 

themselves are not covered by the Glaas-Steagall Act. In 1966, 

Congress created an additional International exception from this 

prohibition, by giving member banks the authority to Invest 

directly, not just through Edge Corporations, in the stock 

of foreign banks not engaged, directly or indirectly, in any 

activity in the United states except such, as in the Board's 

judgment, shall be incidental to the international or foreign 

14/ 
business of such bank. The provision waa intended to avoid the 

necessity of setting up an Edge Corporation to invest in foreign 
banks, and, generally, to give U.S. banka the meana to con- 
pete effectively abroad by acquiring an interest in a foreign 

11/ 5. Rep. Ho. 72-5B4, 73d Cong., 1st Sess. 6, 8 {1932}. 

12/ Id. at 11. 

13/ Id. 

14/ Section 25 of the Federal Reserve Act, 12 U.S.C. S 601. 
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corpocate investments which both fueled stock market 

11/ 
speculation and undue credit expansion) and (3) unsound 

investments, which with the collapse of the stock market 

12/ 
in 1929, contributed to bank failures. It thus seems clear 

that this prohibition was aimed at some rather fundamental 

abuses that occurred during this period. 

The prohibition is, however, not absolute) it 

o£ course, excepts investments permitted by other provisions of 

law. This is consistent with the general thrust of the statute that 

there should be a 'careful restriction of investments," not 

an absolute ban. Bank investments in Edge Act Corporations 

are thus excepted from this prohibition; Edge Act Corporations 

themselves are not covered by the Glass-Steagall Act. In 1966, 

Congress created an additional international exception from this 

prohibition, by giving member banks the authority to invest 

directly, not just through Edge Corporations, in the stock 

of foreign banks not engaged, directly or indirectly, in any 

activity in the United States except such, as in the Board's 

judgment, shall be incidental to the international or foreign 

14/ 
business of such bank. The provision was intended to avoid the 

necessity of setting up an Edge Corporation to invest in foreign 

banks, and, generally, to give U.S. banks the means to com- 

pete effectively abroad by acquiring an interest in a foreign 



11/ S. Rep. No. 72-564, T2d Cong., 1st Sess. 6, 8 (1932). 

\y Id. at 11. 

13/ Id. 

14/ Section 25 Of the Federal Reserve Act, 12 U.S.C. S 601. 
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bank, in particular where such isay be the only Beans of 
entry Into a foreign marlcet e.^. , a country which does not 
pttmlt branches of foreign banks but does permit investaents 
in local banking institutions. 

In general, it can be said that Congress haa 
permitted such exceptions frosi Glaas-Steagall and other 
domestic banking prohibitions whore greater freedcn abroad 
Is deemed necessary to be an effective banking ccn^etitor. 
S. 2379 sesns Clearly designed at the same ends — permitting 
U.S. banks to make limited investments in ej^ort trading 
ccaqianies in order to improve the c<»petitive position of 
U.S. banks and exporters in foreign markets. 
BANK HOLDING COMPAHY PROHIBITIOMS 



cited by Congress in enacting S i 

Bank Holding Company Act (BHCA) are: 

(1) a holding company might use its 
banks to allocate available credit on 
bases other than the creditworthiness 
of the borrower — for example, by 
preferring customers of the banks' 
affiliates in the holding company or 
by denying credit to competitors of 
the banks' affiliates; and 
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by causing the bank to make funds 
available to nonbanking affiliates 
oE to their customers. 

1 5(e)(1) of S. 2379 is precisely addressed to these 

:ause it prohibits any banking organization holding 
voting stock or other evidences of ownership of an export 
trading company from extending credit or causing any affiliate 
to extend credit to any such export trading company or to cus- 
tomers of such trading company on terms more favorable than 
those afforded similar borrowers in similar circumstances. 

As in the case of Edge Corporations and member banks. 
Congress has provided in S 4(c) (13) of the BHCA a specific 
exception frcon the domestic prohibitions of S 4(a) for the 
international and foreign investments of bank holding companies. 
In general, the Board permits bank holding ccmpanies to make 

the sane types of foreign and international investments that 

16/ 
can be made by Edge Corporations. Thus, it is possible that 

a U.S. hank holding company could acquire an interest in a 

foreign trading company (see discussion supra pp. 4-6) . A 1974 

decision involving a foreign bank holding company, however, seems t 
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**lM it clear that the Board, undar antbacity of S 4(c) (13), 

MMild not permit a bank holding eoapanjr to Invast in a 0.8 . 

•xpoct trading coapany. In that caaa, the Board raqoired 

a focaign bank holding cca^any to diveat ita intaseat iji a V,t 

aiCport nanageaent copany irtiich arranged for the sale 

of U.S. exports through a foreign distribution systea. Th« 

coBpany took noainal title to the goods being exported and 

invoiced its foreign agents and diatributors at the Banu- 

facturer's coat plus a coMaisslon and interest on any credit 

extended. In Bsaencei the coaqiany functioned aa a custoaer'a 

export departaent. The Board required divestiture because 

it concluded that the public benefits of pronotlng U.S. 

exports ware outweighed by the general policy of separating 

17/ 
banking froa coonerce. 

While neither a U.S. nor foreign bank holding cco- 

pany vould thus seem able to own a U.S. export trading 

cccipany, save for a portfolio investment of five percent or 

12/ 
less, a foreign bank holding company nay have an investaent 

in a foreign trading company that exports to and inporta froa 



Board Order of January 9, 1974 Disapproving of Lloyds 
Bank Limited '3 Retention of Investmont in Drake America 
Corporation. 1974 Federal Beserve Bulletin 59. 

See S 4(a) (6) of the Bank Holding Company Act (12 U.S.C. 
S 1043(e) (6) ) which permits bank holding companies to 
acquire no more than five percent of the shares of any 
corporation. 
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the United States. In the early 1970's, the BoArd examined 

the relationships between Japanese banks and Japanese trading 

con^anies and their customers and determined that these 

relationshipB did not offend the control standards of the 

18/ 
BHCA. Thus, a number of Japanese banks which are linked 

with Japanese trading companies and their custamers through 

interlocking stock ownership both own U.S. banks and finance 

the operations of such trading companies and their custoiDers 

in the U.S. — such financing generally being provided, 

however, through separate U.S. branches and agencies of the 

Japanese parent bank. 

In addition, under S 2 (h) of the BHCA, as anended 

by section 8 (el of the International Banking Act of 1978, 

It seems clear that a foreign bank can own even a controlling 

interest in a foreign trading company that does business in 

the U.S., if (a) the foreign bank is itself principally 

engaged in the banking business outside the United States, 

(b) the foreign trading company is principally engaged in 

business outside the U.S. and (c) any U.S. affiliate of the 

foreign trading company is engaged in the same general 

line of business of the trading company or in a business 

related to the business as the trading company. As set 

forth in the September hearings on S, 1663, there are a 



19/ Board Orders of December 1, 1971 concern.-i.ng Dai-Ichi 
Kangyo Bank, Ltd., Mitsubishi Bank, Ltd., and Ssnwa 
Bank, Ltd., 1972 Federal Reserve Bulletin 19. 
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minlMT of foreign banka doing business in the U.S. which, 

in fact, haw affiliation with foreign trading companies. 

Respectfully aubmitted, 

PRIVTHER, SEEGER, DOOLITTLE £ 
FARMER 



March 18, 1980 



Exiaoct Trading Companica and Trade AHaociations, Hearings 
Before the Subcommittee on Intarnational Finance of the 
Comroittee on Banking, Housing t Urban Affairs, Unlf d 
Stat^f fienate . '96tb Cong.. IH Sesa. 1X0 |i9791 . 
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Senator Stevenson. Thank you, Mr. Sommers. Let me make sure 
I understand. S. 864 does bring service industries within Webb- 
Pomerene. Do you have problems with that? 

Mr. Sommers. We support that. We just want to call special 
attention to that aspect of it and highl^ht it. 

Senator Stevenson. That is critical to the trading company legis- 
lation too. We want to bring services in. 

Mr. Sommers. It's not an amendment. It's simply an emphasis. 

Senator Stevenson. Let me make sure — does our record indicate 
that Mr. Sommers is accompanied by Thomas Farmer and Gary 
Welsh? 

Mr. Farmer. Yes. We would like our statement and appendix 
introduced in the record also. 

Mr. Sommers. This is the written statement we submitted to the 
subcommittee yesterday edong with the appendix. 

RUSSIAN FINANCING INCREASES 

Senator Stevenson. They will be entered in the record too, I 
might add to what you have said, you mentioned the textile fac- 
tory—the Russians are increasing rapidly their finEmcing for proj- 
ects, including such turnkey projects in the LDC's. Some of these 
trading companies have some strategic implications, too, that 
should not be neglected. Our way of extending U.S. trade is also a 
way of extending U.S. influence and hopefully good will in a very 
competitive world, and a world in which the competition doesn t 
always come from friendly sources. 

The trading companies of foreign nations have bank participa- 
tion and very substantial bank participation I believe. 

Mr. Sommers. That's correct. 

Senator Stevenson. Can you think of any that don't have bank 
participation? 

Mr. Newton. Some of the French don't, 1 believe. 

UMITATIONS 

Senator Stevenson. The French model is somewhat different. It's 
really a multinational or company that represents product lines of 
other companies. The concern here seems to be that the banks 
participating in trading companies may get involved in a lot of 
remote unrelated activities, but we're not creating zaibatsus, are 
we? There are limits on the trading companies within the act and 
there are limits on the activities of banks which own trading 
companies. Do you see finy basis for that concern? 

Mr. Sommers. I don't see any inherent conflict. I think the banks 
view this as an export vehicle. None of the hanks in our association 
view this as a bill to enter into any nonbank activities. There are 
limitations in terms of aggr^ate ownership. There are limitations 
in terms of the a^liate lending and the safe^ard built into the 
bill we think clearly take care of that problem. 

Mr. Newton. I can say as far as the Philadelphia Overseas 
Finance Co. is concerned, they are fdready regulated by the same 
number of Federal regulatory authorities as we are and it's quite 
an experience to them, having belonged to Greyhound before and 
now belonging to a bank and seeing how they are r^ulated not 
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once but twice or three times a year. They feel this type of export 
trading company might have piirticular ap[>e£tl in California where 
the export of agricultural products are so important and they could 
see immediate applicability up and down the walnut groves and 
the pecan areas of California, for example. We also do have a small 
investment in a British clearinghouse. They have a confirming 
house which does essentially this type of business. They are under 
the very strict control of the Bank of England and this might be 
patterned and identified with them much more closely than zaibat- 
sus. It's an important activity but certainly not a prominent activi- 
ty and certainly in no way impairs the capital of these other 
houses. 

Mr. WELfiH. The Japanese zaibatsu are formed very differently. 
The way I understand it, there is interlocking stock ownership 
between the trading company, its customers, and the bank so ev- 
erybody sort of owns a small piece of everybody else and you have 
a cohesive unit formed that way. Whereas, this bill simply author- 
izes the bank to take an equity interest in a trading company 
which, under the definition of your bill, is limited to either export- 
ing or providing export trade services to nonaffiliated firms. 
There's nothing in the bill that specifically authorizes the trading 
company to act as a holding company for domestic investment or 
engage in manufacturing or other nonbank enterprises. So it's 
strictly an export-related firm. 

Senator Stevenson. As I recall, the bill requires that the tradii^ 
company be organized for the primary purpose of exporting. Is this 
a satisfactory definition? There's been some questions about that 
too — must be organized imd operated principally for the purposes 
of exporting and providing export trade services. Now there has to 
be an association between exporting and importing and probably 
barter transactions or third country transactions, yet if we broaden 
that purpose we might give more plausibility to some of these 
anxieties about banks getting involved in nonbanking activities. 

Mr. Welsh. I think, as a practical matter, that the bank regula- 
tory agencies would not permit any signficiant investment in a 
trading company that had any substantial U.S. nonbanking activi- 
ties, and your bill confirms this in the section which gives the 
agencies the right to disapprove an investment in a trading compa- 
ny for specific reasons related to U.S. banking policy. 

Senator Stevenson. So you don't see any problems with that 
provision the way it's drawn. 

One other complaint has been that the authority would only be 
used by a half dozen of the largest banks in the country and maybe 
at the expense of smaller banks. How do you react to that com- 
plaint? 

Mr. Newton. Well, we are certainly not one of the largest six 
banks in the country. We are 30th. This is pretty far down the list 
I would think. We are already involved in some of this through the 
Philadelphia Overseas Finance. We would like to expand our activ- 
ities. I think we are not atypical, sir. 

Senator Stevenson. The smellier Iranks could elTectively partici- 
pate in export finance? 

Mr. Newton. In Philadelphia there are seven or eight nuyor 
banks I guess, of which five have international divisions and are 
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quite active and have foreign departments. I think that is similar 
in most other regional centers of this country and I think you will 
find all of the members of the BAFT would have a great deal of 
interest in this. At the present time there are about 170 membere 
of the BAFT. 

Mr. SoMMEBS. You have 147 members of the Bfmkers' Associ- 
ation for Foreign Trade who are actively involved daily in this. My 
own bank is a regional bank in the South and has been operating 
ofEshore for almost 10 years and we have either a bemk, a branch, 
or a subsidiary or representative office in every continent in the 
world. We would like to also look to our membership whose more 
limited branch^ and subsidiaries expand their reach through their 
correspondent banks offshore. The point has been made in previous 
testimony that one of the advantages of making bank links is the 
information systems in term sof product flows, customs, and tradi- 
tions, the very things that are difficult for a very small company to 
gather than it's trying to sell into a particular country. A small 
b5uik located in Kansas or some other State would find that they 
could operate through their correspondent network which they 
would have offshore in order to gather some of the information 
which would be very important to their small exporters. 

So I view this as having pretty broad ramifications for practical- 
ly any size bank. 

Senator Stevenson. Thank you very much. 

Our next witness is Hon. Erland H^lnbotham, Assistant Secre- 
tary of State for E^t Asian and Pacific Affairs. We are grateful to 
you for joining us, Mr. Heginbotham, and if you would like to 
summarize your statement I would be happy to enter your full 
statement in the record. 

STATEMENT OP ERLAND HEGINBOTHAM, ASSISTANT SECRE- 
TARY OF STATE FOR EAST ASIAN AND PACIFIC AFFAIRS 

Mr. Heginbotham. Thank you very much, Mr. Chetirman. 

I would like to make clear at the outset that my testimony does 
not represent a position of the administration on this subject. The 
administration will present its position in the near future. Rather, 
I have been asked to provide personal observations, from our exam- 
ination of U.S. export competitiveness in E^t Asia, on the role of 
trading companira and their relevance for the United States. My 
testimony for this reason does not address the speciflc provisions of 
the l^islation under consideration. 

I have had the privilege of serving for the past 3 years in the 
Bureau of East Asian and Pacific Affairs of the Department (^ 
State as Deputy Assistant Secretary for Economic Affairs. During 
that time the Bureau has given its highest economic priority to 
promoting a quEintum expansion in U.S. exports to the region, in 
an attempt to stop the sustained erosion of the U.S. share of the 
fast-growing Asian market. 

Strengthening our trade relations with that m<Mt important part 
oi the world not only benefits domestic prosperity and employment. 
It also buttresses our political and military interests by promoting 
growth and stability of Eillied and friendly countries in the r^on. 
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THE DECUNING U^. TRADE POBITION IN BAST ASIAN lilARKEIS 

During the past decade. East Asia has been one of the fastest 
growing areas of the world. Now almost the equal of all of Western 
Europe in our two-way trade, the area has become highly attrac- 
tive as a market for goods of ever-increasing technological sophisti- 
cation which U.S. industry is exceptionally able to supply. Yet over 
the past decade our manufactured exports have failed to keep pace 
with the growth of East Asia imports. U.S goods have been losing 
the marketing edge they once enjoyed. The charts attached to this 
statement demonstrate at a glance our progressive loss of market 
shares in E^t Asia over the past decade. 

In a 1978-79 survey undertaken jointly by our embassies and the 
American Chambers of Commerce and Business Councils in East 
Asia, we were able to pinpoint significant structural, policy, and 
financial causes for declining U.S. export competitiveness. The 
Joint Economic Committee under Chairman Lloyd Bentsen then 
studied those problems in more detail in January this year, during 
a 2-week study mission in East Asia. Upon returning, Senator 
Bentsen submitted to the Senate on January 31 a preliminary 
report, which I recommend to you. The test of that statement is 
appended to this testimony. 

STRUCrUBAL OBSTACLES TO U.S. EXPORTS 

The JEC Study Mission was impressed by presentations fix>m the 
U.S. business community in East Asia which indicated that present 
U.S. laws and regulations prevent the United States from having 
trading companies with the same strengths and scope of export- 
supporting activities which have long been the strong suite of our 
major competitors. Proposals were made to strengthen the oper- 
ation of existing trading companies smd to facilitate closer amli- 
ation between Hnancing institutions and trading companies as a 
means of strengthening the latter. Remedial l^isTation in this area 
may be able to make a great difference in facilitating the ex[>ort 
capabilities of smEill and medium firms, and add greatly to the 
volume of U.S. exports. 

PRESENT U.S. DlSAnVANTAGES 

U.S. history, law, and tradition have prevented the development 
of powerful U.S. trading companies. European colonization tech- 
niques and trade motivations produced the giant houses which 
continue to dominate much of Asia's trade, handling a wide range 
and volume of goods and services. Japan quickly came to match 
Europe with zaibatsu conglomerates backed by captive private 
banks, in turn supported by Government financial backing. U.S. 
trading companies have been mainly basic commodity traders, 
single manufacturer marketing arms, or smfill independent firms 
with very limited assets to supjwrt them. Europeem and Japanese 
trading companies have had large plantations, major raw materials 
holdings, captive hanks, or other assets to permit their develop- 
ment and expansion of a wide network of complementary services. 
Most Americans trading companies have been distinctive for their 
lack of bankable assets on which to base growth or service facili- 
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ties. It requires major assets to develop an extensive, effective 
trading network with a broad range of product lines. 

SPECIAL RELEVANCE OF BANKS 

One approach to Improving U.S. trading company capabilities is 
to introduce measures to strengthen existing trading companies. 
One which appears more relevant to our achieving a level of trad- 
ing services more comparable to our foreign competition would be 
to authorize U.S. banks to buy or develop and operate, or otherwise 
be more closely affiliated with trading companies. The development 
of bank-owned trading companies promises to offer enormous po- 
tential for overcoming most of the major disadvantages now seri- 
ously inhibiting U.S. exports to Asia. A number of European banks 
now operate some of the largest European-owned trading compa- 
nies. One specific means of achieving this change would be legisla- 
tion to authorize and facilitate bank-owned trading companies. The 
bill which your committee has under consideration today, embodies 
most if not all of the provisions that would be necessary to accom- 
plish that objective. 

BANK MOTIVATIONS 

Of course banks now provide extensive services to trading oper- 
ations. However the extent of their efforts in this area is limited by 
profitability of alternative activities such as wholesale banking and 
credits for minor projects of private and Government clients. Incen- 
tives are needed to attract greater banking efforts into support of 
U.S. exports. This is the aim of legblation now being introduced 
which gives banks the opportunity to participate directly in trading 
profits through equity ownership in trading companies. The chance 
to participate in trading profits should be strong inducement for 
banks to put greater effort into export activities. 

Mr. Chairman, at this point I am getting somewhat ahead of my 
story. I hope it will be instructive to the committee if I first provide 
some further explanation of our competitive disadvantages in E^t 
Asia in the absence of measures to develop more effective US 
trading company capabilities. This background should make clear 
how vital we consider it is to develop American trading companies 
which can much more nearly contend on equal terms with our 
European and Japan^e com[>etitorB and why we find the objectives 
of the legislation you now have under consideration to be particu- 
larly attractive and relevant. 

COMPETmVE ENVIRONMENT IN EAST ASIAN MARKETS 

U.S. commercial officers in E^t Asia have faced two challenges 
in trying to expand U.S. exports. First, large U.S. firms which 
export rely on international sales divisions which often lack sufH- 
cient financial, managerial, technical, and information resources to 
develop export markets adequately. Second, small and m^um 
U.S. firms are rarely active in exporting. Of the 25,000 to 30,000 
U.S. manufactures estimated to be export capable, only 1 percent 
account for 85 percent of U.S. export earnings. There are some 
lai^e U.S. trading firms specifidizmg in bulk commodities, and 
there are some small export-maneigement companies which offer 
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high markup, low-volume exposure in the Asian market. These are 
very limitecf exceptions to the general pattern of U.S. firm avoidace 
of exporting. 

In contrast to the declining relative strength of U.S. firms in the 
East Asian region, countries such as Japan, the advanced develop- 
ing economies — Taiwan, Hong Kong, Singapore, and Korea — and 
the EEC have increased their competitive position in the r^on. To 
a great extent, the increased competition from these countries 
reflects the impact of their trading companies in developing new 
markets, introducing new firms to market, cmd expanding trade, 
investment, and technology participation. 

Trading companies account for a considerable percentage of the 
international trade of East Asian countries. In Japan, the most 
sophisticated market, trading companies account for 60 percent of 
imports Emd more than 40 percent of exports. In Korea, trading 
compeuiies account for 34 percent of exports. 

Ironically, non-U.S. trading compemies play an important role in 
U.S. exports to East Asia. A review of shipping documents in major 
East Asian ports would demonstrate the importance of non-U.S. 
trading companies, through their U.S. brcmches and affiliates, in 
facilitating export of U.S. raw materials, chemicals, nongrain api- 
culture products and a variety of manufactured products. Particu- 
larly in Japanese trading houses the current trend is to expand 
two-way U.S. trade with third countries in East Asia as a key 
function of the firm. 

Why has such em important function aa U.S. export promotion 
been left to foreign trading firms. Could U.S. export promotion be 
better handled by United States rather than foreign trading firms? 
It is not entirely clear, for example, that foreign trading companies 
are either motivated or effective in developing sustfuned export 
marketing efforts by small and medium U.S. firms. 

Developing an East Asian Market Presence for U.S. Firms 

THE challenge 

To develop the export capabilities of small and medium U.S. 
firms or to expand the overseas presence of larger firms, current 
barriers to exporting must be removed. Existing U.S. l^islative 
and regulatory barriers such as antitrust, foreign corrupt practices, 
antiboycott and other measures create imposing barriers and bui^ 
dens for even the largest U.S. multinationals. In many areas they 
appear clearly prohibitive for smaller firms. If that were not 
enough, the difhculties of learning or complyii^ with complex 
export and import documentation requirements, of identifying cus- 
tomers, assuring their reliability, meeting special language, pack- 
aging, standards, design and other local requirement, arranging 
transportation, protecting eigainst exchemge risk, and many other 
consioerations go far to explain why few firms find it worth the 
effort. 

ARE INCENTIVES THE KEY? 

Some argue that significant tax or other monetary incentives are 
essential to induce adequate U.S. export efforts. As we review tJhe 
deficiencies in U.S. exporting to E!a8t Asia, two considerationB 
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cause us to believe that eliminating barriers and providing trading 
services may be much more important than providing fiscal incen- 
tives. First is the sheer magnitude and extent of the barrierB. 
Second is the high profitability of sales abroad by U.S. firms which 
have overcome the barriers. 

THE BARRIERS 

The provision of services by large trading companies can signifi- 
cantly reduce the difficulties and uncertainties of export market- 
ing. They assess country markets, sector, and individual product 
mEirkets, help identify potential customers, assess client credit- 
worthiness, finance transactions, prepare complex documentation, 
arrange advertising and foreign language services, advise on stand- 
ards and specifications, offer exchange risk coverage, act as ship- 
ping and freight forwarding agents, maintain warehousing and 
parts inventori^, provide engineering and other techniced services, 
and assure after-sides servicing. And of course they provide trade 
financing. 

WHERE THE UNITED STATES FALU SHORT 

U.S. trading companies are severely constrained in providing 
many of these services by virture of their limited resources. Giant 
foreign trading companies are able to go even further. They have 
their own multinational transportation companies, banks, research, 
engineering and construction departments, eissembly euid manufac- 
turing facilities, and even merchant banking operations to invest 
in raw material development and joint venture investments 
abroad. The partnership which they have created between the 
financial, production, transportation and marketing functions of 
trade rests on the legal support and policy encouragement of their 
governments. 

In contrast, with the exception of a few highly specialized com- 
modity traders, U.S. trading firms cannot operate on the scale 
required to permit self-sponsored market research and develop- 
ment abroad for their cHents. Typically they have foreign branches 
in no more than three or four of the mc^or East Asian trading 
cities, and their home offices may have no bremches elsewhere in 
the United States. They represent the manufacturing lines of small 
and medium U.S. firms which cannot enter oversells markets inde- 
pendently. They have very small budgets for advertising or for 
supplying prospective buyers with technical and sales literature in 
local languages. They must rely mainly on advertising in U.S. 
trade and industrial publications circulated abroad. Financial sup- 
port is critical for U.S. firms seking to compete in the region. 
Major foreign trading companies most often take the lead in ar- 
ranging or supplying credit on highly competitive terms. 

Unless their U.S. suppliers can assist them, present U.S. trading 
companies have very limited resources for assisting foreign pur- 
chasiers to finance import of U.S. products. They must conduct 
their business largely on the basis of irrevocable letters of credit. 
This is in stark contrast to foreign competitors who can offer 
relatively less costly transaction fees and much greater access to 
supplier credits. 
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Without a trading company channel, U.S. firniB are so often 
unable to sell effectively Uiat their only recourse to get a return 
from abroad may be to sell or license their technol(^. The implica- 
tions of such last-recourse decisions in reducing future U.S. com- 
petitiveness should be considered carefully. 

The range of products which present U.S. trading companies can 
handle is often limited by their inability to supply required techni- 
cal expertise for sales promotion, engineering, installation and 
maintenance. Export is possible only if the manufacturer supplies 
this expertise. U.S. technical personnel costs, approaching $300 per 
day plus transportation Etnd lodging in some cases, cannot be sup- 
ported by many U.S. manufacturing or trading companies without 
a larger sales base that can be boasted by all but a few large 
exporters. 

Export sales efforts for many fidvanced products of smaller man- 
ufacturers never get started because U.S. trading firms must re- 
strict their lines to those which can be serviced locally, since small 
U.S. producers cannot provide service support. Lai^ foreign trad- 
ing companies often can offset startup costs for new customers 
from established earnings. Particularly in East Asia, Japanese 
firms can economically dispatch technical personnel to most neigh- 
boring countries within hours. 

I have appended to my testimony some charts from the joint 
Embassy/U.S. chamber study which I mentioned earlier. Inese 
charts dramatize the weaknesses described previously by illustrat- 
ing that these are the most characteristic shortcomings of U.S. 
export competitiveness gained little because U.S. exporters were 
deficient in so many other aspects of non-price competitiveness. 

If the U.S. is to have trading companies able to compete mean- 
ingfully with their foreign counterparts, such firms must be per- 
mitted and encouraged to develop additional capabilities which are 
now beyond their reach, in order to support effective global mar- 
keting strategies on behalf of U.S. exporters. 

THE SPECIAL RELEVANCE OP BANKS 

The development of bank-aiHliated trading companies appears to 
offer the most direct route to overcoming most of the meyor disad- 
vantages now seriously inhibiting U.S. exports to Asia. Banks bring 
not only assets but almost all of the supporting facilities and 
services which U.S. exporters now most lack by contrast with com- 
petitors. More importantly, banks can encoureige and help export- 
ers develop a longer term view of, and presence in the market, 
bank-afniiated trading companies would have special effect on en- 
couraging more medium and small exporters who are now discour- 
aged by the remoteness and strangeness of foreign markets emd 
buyers, exchange risks, and by the complexity and expense of 
documentation. Intermediation of banks in the trsidlng process 
would also help overcome the short-term profit approach of U.S. 
exporters. Banks typically lend for terms ranging from up to 5 
years or more, and tend to consider profit potentials with a longer 
time horizon them do equity holders who watch even quarterly 
developments very critically. 
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WHAT IS NEEDED? 

U.S. antitrust and banking laws and regulations have effectively 
precluded formation, acquisition, and development by financial in- 
stitutions of trading companies comparable to those developed by 
our foreign competition. The typical U.S. trading firm has been 
restricted essentially to sales commissions as its source of operating 
funds. As a result it has been unable to accumulate sufficient 
resources to serve as a full-service trade intermediary to supporft 
the innumerable steps from inquiry to delivery. 

The U.S. banking community is extraordinarily well positioned 
to help fill the breach with a minimum of delay. No other country 
in the world is so well endowed with banking facilities abroad, able 
to supply the full remge of research, financial, documentary, protec- 
tive, support and other trade services. Moreover, our large interna- 
tional and regional beinks, particularly those with Edge Act affili- 
ates, can provide trading companies with contacts over a wide- 
ranging domestic network of small and medium manufacturit^ 
clients. 

We believe particular emphfisis should be given to special forms 
of encouragment to assure the greatest possible utilization of the 
authorities of the propopsed trading company legislation by region- 
al banks. Among America's greatest riches is the diversity and 
diffusion of its resources and its genius. There should be a special 
role for banks with a regional base to play in developing U.S. 
export strength. 

CONCLUSIONS 

From the perspective of our competitive disadvantages in the 
highly dyneunic and competitive East Asian market, we conclude 
that one of the top U.S. export policy priorities should be the 
liberalization of the Edge Act and regulation K provision which 
now limit the involvement of financial institutions in trading com- 
pany activities. Such liberalization should aim at permitting devel- 
opment of U.S. trading companies on a basis which fully matches 
our m^or export competitors in international trade. S. 2379 deals 
directly with exactly those arefis of limitation which we have found 
to be most inhibiting to U.S. export efforts in East Asia. By autho- 
rizing banks to own or establish trading companies we can at long 
last Bring about a closer marriage between financing and other 
banking services and our basic commercial efforts, which has been 
so long precluded. Such a measure may well be one of the moet 
important steps we can take toward steming the erosion in our 
overseas market shares and toward restoring a healthy national 
exporting capability for the 1980's. 

Mr. Cheiirman, in conclusion we wish to thank you for the oppor- 
tunity to share with you today our views on this very important 
subject. 

[Exhibits accompanying statement follow:} 
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Senator Stbvinson. Thank you, sir. 

EAST ASIA TAHIFP BARRIERS 

We continually hear complfiintB of tariff and nontarifT barriers 
in East Asia, especifUly in Japan. Your charts which indicate that 
other nations are expanding their exports into East Asia apparent- 
ly at our expense suggest that such barriers as do exist can be 
overcome. How do you respond to that, the complaint that it's not 
our fault; it's their fault that U.S. exports miss out? 

Mr. Heginbotham. As you may know. Senator, we have been 
very actively working in Asia to attempt to diminish the import 
barriers Uiere. They do exist. They are very important. They are a 
nu(jor factor, but that's only half the story. 

As you pointed out, it's quite clear that others have done better 
in quite a number of markets in Etist Asia than we have. The 
inevitable conclusion is that, in addition to attempting to reduce 
import barriers in those markets, we must also do much better to 
compete effectively on our side. 

I^e study we conducted eimassed interviews of some 300 major 
importing houses throughout Asia Emd demonstrated across the 
board that the United States is ineffective as an exporter in E^ast' 
Asia. We are unresponsive to inquiries. We tend to be very slow on 
delivery schedules. We are generally poor on post services and 
sales, foUowup. We are very inflexible in pricing techniques. There 
is a whole raift of respects in which we are very poor. The thing 
that led me to an interest in the trading company problem was 
precisely the observation that most of the things that we are weak 
in are the techniques which trading companies provide so effective- 
ly for our competition. 

Senator Stevenson. And when you mention trading company 
everybody thinks immediately of zaibatsus, the Japemese tr£iding 
companies, but they are not unique, are they? Aren't foreign com- 
petitors using foreign trading compemies to get inside the Japanese 
market? 

Mr. Heginbotham. Absolutely, Senator. They are by no means 
unique. In the European cfise not sdl of them are bank affiliated. 
One reason for this is that many of these companies develop with a 
massive resource base. In some cases they historically controlled 
the entire economies, for example, in 17th-18th century Indonesia. 
They acquired massive assets and facilities so that banks were not 
essential in those cases. 

We don't have a comparable tradition and base, so in our case 
the relevance of banking to building that strength is very direct. 
Similarly, in the Japanese case, I think the financing access has 
probably been the msgor factor in permitting them to catch up 
with the Europeans in the trading company business. 

Senator Stevenson. You mentioned that about 34 percent of 
Korean exports were through trading compcmies I believe. The 
Koreem trtiding companies are of recent origin, are they not? 

Mr. Heoinbothah. That's right, sir, very recent. 

Senator Stevenson. How long have they been in existence? 
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Mr. Heginbotham. I would have to guess, but I would imagine 
that the effective ones have really become effective only within the 
past 10 or 15 years. 

Senator Stevenson. I thought it was even more recent than that 

Mr. Heginbotham. It could well be. That's just from general 
memory. 

Senator Stevenson. But within a fairly short period of time they 
now have over a third of Korean exports? 

Mr. Heginbotham. These companies have existed for longer peri- 
ods, but I think in the earlier years they were focused predomi- 
nantly on the importing business and I think the shift toward 
exporting has been gradual. 

Senator Stevenson. Senator Heinz. 

Senator Heinz. Thank you. Senator Stevenson. 

Mr. H^inbotham, in your written testimony you note that many 
non-U.S. trading companies now facilitate the export of U.S. raw 
materials and a variety of other things, that they are highly sue- 
cessful, and it's my understanding that the Matsui Tradmg Co. of 
Japan is the sixth Ifu-gest U.S. exporter, which should give us all 
some pause for thought. What happened to the famous Yankee 
trading mentality? How did we get to the point where our sixth 
lai^est exporter is a Japanese trading company? Where did we go 
wrong? 

Mr. Heginbotham. Senator, I believe that the Yankee ingenuity 
Btill exists, but it's been stifled by a faulty sense of complacency on 
the part of the U.S. Government. I think over the years the Con- 
gress and the executive have larded onto our companies a roeter of 
barriers that have made it impossible virtually to export in a 
profitable way on the scfile that we should be. We have assumed 
that our country economically was the most powerful in the world 
and we have neglected to note how many barriers we have put up. 
When you consider that we have the one largest market in the 
world — all the rest of the markets are considerably smsdler, and 
there are now 150-odd of them — that multiplies the difficulties our 
traders have. 

The Joint Economic Committee study amassed a record of some 
25 m^or barriers that impede the Yankee tradii^ spirit. In the 
case of trading companies in particular there have been very ex- 
plicit prohibitions that, in my view, have prevented the necessaiy 
structure for American trading companies and that is the link 
between financing and commerce, financing and exporting, that 
until now has been essentially found in regination K where it was 
most explicit. 

Senator Heinz. In line with that, you pointed out in your testi- 
mony that cheap dollars haven't been uie answer, that a weak 
dollar, a devalued dollar, really hasn't been enough. You indicated 
that we have hamstrung ourselves over the years. Is it your opin- 
ion that in terms of results that well capitalized, well managed 
U.S. traiding companies, such as those that would be permitted to 
operate under our legislation, in fact would make a resil difference? 

Mr. Heginbotham. It's my belief, Senator, that this is the single 
action which could make more difference to U.S. exports than any 
other single thing you could do. More thfui just the structure of the 
companies; our banks are overseas in profusion in virtutdly every 
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market in the world. Their motivations for putting more resouces 
into the trading side are strongly diminished by the fact that they 
can get a better return in other uses of their resources, in whole- 
sale banking, in bank-to-govemment Tmancing, and in other more 
traditional forms of banking. 

If they have the opportunity to increase their return in Eissoci- 
ation with trading, I think that you will see not only stronger 
trading companies, but much more attention by banks in general 
to supporting trade as a general activity. 

Senator Heinz. Well, it was of particular interest to me that our 
banking authorities recently approved a rather fascinating merger 
of the Hong Kong Shanghai Bank with Marine Midland. The Hong 
Kong Shanghai Bank has, shall we say, a few nonbank activities. I 
think they have something like 251 nonbanking subsidiaries. A lot 
of them consist of ships, but they have one subsidiary that's abso- 
lutely fascinating to me called Hutcheson-Wampoa, Ltd., which is a 
very large East Asian trading company. So Hong Kong Shanghai 
has been tdlowed to keep that trading company and all U.S. banks, 
of course, currently can't; but the interesting thing is just to go one 
step further, somebody down in the bank regulatory agencies 
thought, well, that's a little dangerous to allow Hutcheson-Wampoa 
to operate freely, so what do they do? They restricted them in em 
equally fascinating way, They said Hutcheson-Wampoa can export 
into the U.S. market everything they want but they can't help 
export out of the United States, which is more than just shooting 
yourself in the foot; it's like blasting yourself in the kneecaps it 
seems to me, and I think that's just one more incredible exEunple of 
how we don't seem to know what's in our best interest. 

Senator Stevenson. Mr. Heginbotham, I think you have given 
excellent testimony and I very much appreciate it. 

LEGISLATION IMPORTANT TO SMALLER AND REGIONAL BANKS 

Mr. Heginbotham. 1 wonder if I could volunteer one additional 
comment that occurs to me after your questions to the efirlier 
panel. It seems to me that in fact the opportunities that your bill 
offers may be particularly important to smaller amd regional 
banks. They are not as well positioned to engeige in the more 
profitable international opportunities of wholesale banking, and 
bank-to-govemment financing. I would think that these banks 
should see this bill as an opportunity to g£iin something of a march 
on the large international bankers who are going to be less attr£ictr 
ed because of their other profitable activities. They can at the same 
time build a much stronger better client relationship and exporting 
base for their regions. I would think their State governments in 
turn would be very interested in supporting their entry into these 
activities. On a personal basis, it would be very much my hope that 
the committee and others who engage this topic can make a special 
point of this with the smetll firms. 

Senator Stevenson. I think memy of them do see it that way. In 
fact, the two previous witnesses saw it as an opportunity, as you 
do, for the regional banks to get involved in financing of trade in a 
way that they wouldn't otherwise have available. Everybody is 
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suspicious and scared. Some smaller ones I think fear more compe- 
tition. 

Senator Tsongas. 

Senator Tsongas. No questions. 

Senator Stevenson. Thank you very much, sir. 

Mr. Hbginbotham. Thank you, sir. 

Senator Stevenson. Our next witnesses are all invited to come 
forward to form a panel. They are: Lawrence A. Fox, vice presi- 
dent, International & Economic Affairs, National Awociation of 
Mimufacturers; Jerry L. Hester, president. International Trade Op- 
erations, Inc.; John Leibman, general counsel, Export Managers 
Association, Los Angeles, Calif.; Charles S. Levy, vice president. 
Emergency Committee for American Trade; Thomas M. Rees, rep- 
resenting the Task Force on International Trade, White House 
Conference on Small Business and an old friend and former col- 
league from the House of Representatives; and Ruth Scheuler, 
president, Schuco, Williston Park, N.Y., representing the Presi- 
dent's Export Council's Subcommittee on Export ExpEuision. 

Mr. Hester, would you start off. The full statements will be 
entered in the record. 

STATEMENT OF JERRY L. HESTER, PRESIDENT, INTERNA- 
"nONAL TRADE OPERATIONS, INC., ALEXANDRIA, VA. 

Mr. Hester. Thank you, Mr. ChfiirmEm. 

I am appearing here today as a small business having been in 
business since 1966 and actively engaged in the type of activity 
which you described in some detail in your bill. 

I think I have been through the whole gamut of activity since 
1966 and the one restrictive meeisure that has kept us from going 
beyond our own ability and the ability of our exporting suppliers 
has been the lack of support by the banks in giving capital and 
resources whereby the small exporter did not have such capital and 
the project warranted such capital and such support and the indi- 
vidual net worth of the supporters of the exporting going on might 
have exceeded the net worth of the exporter himself Consequen^y, 
there was no recognition on the part of the banks on a case-by-case 
basis, and in mztny cases we failed to achieve a competitive position 
in a timely manner due to this problem. 

I fully support your bill. I have gone throi^h it in some detail. I 
will comment on section 2 where I have found over the years that 
many companies exporting would be very happy to have an Ameri- 
can export management company take over tiie role which tJiey 
are doing inside their own doors because they find it quite expen- 
sive SLnd they find it quite inefficient. So we have approached many 
companies, large and small, and after a short time they rapidly 
become a very substantial part of our business. Most of them are 
very lazy from the standpoint of getting involved in the hard 
business of traveling, the hard business of digging out the require- 
ments, and applying the technical expertise required to do the job. 
So consequently, their main attitude is one of getting paid, getting 
paid quickly, and letting us take the problems which is what we 
get paid for. 



PROBLEM OF SIGNING A CONTRACT 

I think the biggest problem we find in the U.S. Government 
today and those of the Department of Commerce and the other 
agencies around that are in the activity is that they take you to 
the export market but there's no way they can bring you to a 
contract. There's no way they can sign a contract for a buainess- 
mem once he gets into their grasp of activities, and when he comes 
home from their activities, whether it be a trade mission or what- 
ever, he finds himself bewildered and "did I say the right thing or 
should I do something else?" In may cases, they say this bridging of 
the exports has to t^e place in a different sector and they start 
turning to trading companies. We get most of our clients coming by 
word of mouth and oUier activities that we are engaged in, but 
primarily they want to see an early export. They want to see an 
early sale £md they want to see a return on their investment in 
time EUid money. So what we consequently feel that the Govern- 
ment eictivity to date lacks is an answer to being able to conclude a 
contract — which is where the money is. This is where the business- 
man wants to see his export company perform. So in order to do 
this and set up an export trading compeuiy — we have one in such a 
small manner — it's not anything like the provision in this bill, but 
over the last 15 years we nave invested heavily in coming up with 
fore^n afTiliates who, in effect, become our entry into the foreign 
market. They, in turn, pass the requirements to us which we, in 
turn, then implement throughout the American industry. We have 
never been turned down on a single occasion that I know of when 
we bring to an American supplier a bona fide export opportunity. I 
can name you very large corporations that we have aided in get- 
ting large amounts of business because we were at the right place 
at the right time and their own marketing staffs abroad could not 
get to the opportunity. 

But to operate as an export trading company you first have to 
have a U.S. base, and you, second have got to have an overseas 
base in at least one of three or four areas — Europe, Middle East, 
Far East, South America, for example. To operate any one of these 
offices, you're talking about $300,000 a year budget for overseas 
ofHces plus your own operating o^ce. So you've got a substantial 
overhead here and a real operating problem with the export trad- 
ing company most of us can t afford. We can't afford the overhead. 
The market wUl not stand the markups. An American supplier 
supplies us an FOB price. We usually work between 10 and 25 
percent. So when you add a high overhead on a small operation, 
plus banking charges where you have to finance export, you rapid- 
ly find yourself out of the marketplace, and we have lost a few 
opportunities there to say the least. 

I question in the bill where we will be able to obtain such a staff 
to staff the export management companies so quickly. There's just 
not that group of people in the United States sitting around that 
have this kind of experience. 

So I say if you start today it will take 5 years before you have a 
functioning export company of the type envisioned in the bill. 

I think it would be very micient and very desirable on the part 
of the foreign customers to have identified to them export trading 
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companies by geographical area or l^ product areas that they can 
go to. That today is not done. 

What happens is that the Government trade opportunities activi- 
ties in the Etepartment of Commerce, for example, get sorted out by 
SIC category code, and you have to sign up for trade opportunities, 
and if you don't sign up you don't get them. In many cases they 
come in too late, you can't operate with them. There's not enough 
detail. 

COMPUTERIZED OPERATION 

But I think that the company operations which you're proposing 
in this bill would certainly have to be computerized. I don't see 
how you can operate with the many opportunities that would come 
in £md the activities and the pricing and everything that goes on, 
without computerized operation. 

I think I'll give you an example of a case where a small company 
can create a large amount of export. This is why we do need this 
leverage by working with banks, and that leverage is given in a 
case where you have three or four pau^icipimts on a turnkey proj- 
ect export, and you need a team later. No one company on the 
team will propose or want to export the other company's product, 
because it may be unfamiliar to them. But the project requires a 
mix of products. 

Consequently, you might put together a $2 million export oppor- 
tunity, and your net worth might be $200,000, So when you go to a 
bank and say, well, we need the guarantee for this project to bid it, 
the banks says, well, you know, it's $2 million. A 5-percent bid 
guarantee of $2 million, that's $100,000. That's half your net worth. 

So everyone loses because you don't have this leverage. And in 
the bill I notice you have that, which is one of the biggest things 
that we need in this area. 

I also notice in the bill that you're requiring certain things from 
the Secretary of Commerce, and I think this is good, because if any 
export management company is set up under this bill it certainly 
ought to be granted immediate access to idl trade opportunities 
coming into the Department of Commerce and other activities. 

There are many activities outside of the Department of Com- 
merce, like your State port authorities and other State develop- 
ment offices abroad, who find good opportunities through their 
State ofHces. And many times, even though I'm a corporation in 
the State of Virginia, I never see an opportunity coming into my 
oCBce firom the State development office or the State port authori- 
ty. So there's a lacking of communication in this area. 

In regard to section 6 of the bill, I notice that the bank participa- 
tion is spelled out there and talked about, but margins— I'm sorry. 
Let me see. It talks about the investments in the banks in Uie 
trading companies. I don't see how a trading company can aiTOTd 
the high interest rates in today's markets to borrow financing 
capital. Now you're talking 18 to 20 percent short term money. I 
don't even go to the banks any more. We have to operate wi^in 
our own capital. 

Senator Stevenson. You also have Exim guarantees. 
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Mr. Hester. But let's say we went to Riggs Bank and borrowed 
the money today and Exim guareuiteed it. I'd still have to pay 
interest on that money. 

It's a very difficult thii^ to get that into your pricing structure 
when you're competing with companies that have their Govern- 
ment backing at low interest rate loans. But what I'm suggesting 
here in my testimony is that I think an export trading company, in 
the initial phases of its genesis or starting out, is going to have to 
have some low interest money. I'm talking 6 percent, 8 percent 
money. I don't see how you can afford to borrow money today. 

Now, somebody testified earlier — I believe it was Senator 
Heinz — ^you commented on how did we lose the "Yankee Trader" 
concept. I'll give you EUi example which the committee may not be 
aware of. The Koreem construction companies are picking off, I 
would say, 75 percent of the large Middle Blast construction con- 
tracts, which are engineered by this country. Consequently, they 
set up in the United States a trading company and this trading 
company may bring in 100 people, and then that trading compemy 
will purchase $50 million to $100 million worth of equipment in 
exports. 

As a U.S. exporter, I cannot get to that business. It's bought, sold 
and gone before we can get into the act. We call the companies, 
they take our information, and we never hear any more from 
them. 

So you find the Japanese and others Eu-e Eilert to how to come in 
and staff up and tap the U.S. industry base. We compete with them 
alt the time and we have learned, you know, some of the 
wherewithals and how to withhold information to protect our own 
exporting. 

Going on quickly, I notice in the bill you have an eligibility for 
the State and local governments to form an export trading compa- 
ny. As a smfill business, I cannot compete. If you permit, for 
example, the State of Virginia, to own an export trading company, 
I would see immediate gravitation of the State business to that 
office, because he has more resources than I have, he can advertise, 
he can do many things I cannot do. 

I would see a big hurt to small business if State governments or 
local governments competed with private industry. It would elimi- 
nate a large portion of the small business clientele that would go to 
these kind of tradii^ companies now that you already have in 
existence, which you are attempting to foster. 

ROLE OF U.S CHAMBER OF COMMERCE 

In summation, I was asked to comment recently by the U.S. 
Chamber of Commerce on the role which they might play in 
export, and I thought about this a long time, and I thought too of 
many experiences abroad when I'm visiting, where they always 
take us to the local chamber of commerce in "Taiwan or Hong Kong 
or wherever. We don't do that in this country. We really don't use 
our export leverage with the local chamber of commerce, the State 
chambers of commerce, which all fall under the U.S. Chfimber of 
Commerce. 



And there might just be a role in the organization already set 
up, that we could maybe assign these export trading companies, 
which would be generated by this bill or encouraged to grow by 
this bill, to be assigned by the chambers of commerce or working 
with the chambers of commerce in a local manner, because your 
exporting takes place at a locetl level. It does not take place at the 
government level; it takes place at the local level, many times 
working on weekends and things like that. 

So your American businessman is somewhat shy of an export 
program when it's offered to him, unless he is familiar with it on a 
local level. And I think if they would have a continuous conduit in 
which to go to to obtain expert advice by an export trading compa- 
ny ass^ed or working with the local chamber of commerce, I 
think you would find a tenfold increase. Because so many of these 
people have been burned. They've spent money in the past. They've 
been taken in by the ^amor of export. And when it comes down to 
reality, it's a very dimcult job and many of them don't have the 
time or the wherewithal to get their return on investment. 

Thank you for letting me appear before the committee today. 

[Complete statement of Mr. Hester follows:] 

TKroiONv OP Jbrbv L. HEarER, President, International Trade Operationb, 
Inc. 

Mr. ChBirman, I wish to thank the Senate and this subcommittee for the opportu- 
nity to teati^ before it today. 

1 have read the revised bill and will attempt to go through its contents in order. 

In r^ard to section 2, it is my experience that the non-exporting and in some 
cases the already exporting American companies are eager to export provided the 
export burden is relieved and the export is treated as a domestic sale FOB their 
loading dock. An export management company provides the method for the produc- 
ing company to sell its product and for the producer to get paid quickly m \]£. 
currency. It should also be understood that exporting is rouehly twice or three times 
as difficult as domestic sates. Hence, discouragement and cost of sales are soon 
apwirent. 

The shortcoming of the present U.S. Government and Department of Commerce 
activities is that with all the exposure abroad and all the domestic promotion for 
exporting it creates much activity that cannot be implemented by the intended U-S. 
recipients, the businessmen, into actual exports or contracts. No U.S. Government 
agency or individual can or will sign a contract for a U.S. businessman. He must act 
on his own behalf. Therefore, for any bill to establish export tradiiu componiee to 
have any merit, it must recc«nize that the primary location of the Export IVading 
Company be in the United States with a minimum network of overveas officee be 
located m m^r market and geographical areas much the same as the Japanese 
and other Trading Companies nave. You cannot establish your operations solely in 
the United States as they will not be elective. Foreign customers will day-to-day 
need cultivation, exposure, after-sales contracts etc. Such overseas operations are 
very costly to operato and eatoblish. for example, a single ofRce in a m^r market 
location would require three to five persons and would rast on a yearly basis 
including expenses $300,000 to $400,000 per year. I point out there is at least three 
to five such areas requiring these overseas offices for any serious export manage- 
ment company to do its job properly. These are: Europe, Middle East, Far EMt, 
South America and others. 

Now, I mention this because, once you begin to attract the non-export burineas to 
the export management companv, it had bettor be ready, willing and able to fuUiU 
its expectation. Otherwise, it will result in the all to familiar experience ot many 
businessmen who were initially attracted to export, spent much money following 
the U,S. Goverment's leadership as far as it took them but nothing ever material- 
iied due to the sheer magnitude of the export problems facing the businessman and 
the inability of the U.S. Government agencies abroad to support the individual cases 
to eventual contract and marketing fruition. 

I also question where, as a result of this bill, will we be able to quickly acquire 
such expertise to staff and operato the export management companies as envisioned. 



We cannot legislate it. Experience muat be acquired through the hard world of 
international buainess over many years. My experience ia that at least 5 years will 
be required to fully mature an export management company, as a ounimum. 

It would certainly be more efficient and aid the foreign customers if they wet« 
rapidly directed to a qualified export trading company rather, as we do now in the 
handling of trade leads, contacts, and foreign buyers, by the Government agencies. 
The results of which are often nonproductive. 

Computerized operations are a must in any modem export management company 
in order to keep up with the large number of quotations, inquiries, U.S. company 
products, orders, etc. 

The biggest single exporting deterrent to an active growing export management 
firm is its ability to have readily available short-tenn capitu reaervee in order to 
bid competitively and move sodob quickly. Lock of bid guarantee credits have in a 
targe number of cases caused our nrm to "no bid" very good opportunities backed 
up by a team <rf' major U.S. producers which we had organized but any one of which 
could not have bid we entire project on its own due to the mix of preducts required. 
This kind of a situation hurts. On the other hand, our most successful case involved 
several large U,S, corporations and our Bank working together to create the guaran- 
tees but the bank would only guarantee against secure collateral which strained our 



Until recently, commercial banks looked at export trading companies on the basis 
of the company's financial statement and net worth in grantmg credits toward 
export. No leverage was possible using the net worth of the producers of the goods 
which often far exceeds the export trading company's net worth. 

In the bill under consideration, it should be provided for that when a project of an 
export management company requires multiple firm participation and guarantees 
or credits exceed the amounts stipulated in section 6(a) that such cases be given 
consideration and the entire team's fmancial capability be a criteria not just the 
export management company. 

The trend in the Middle East especially is that the large opportunitico will take 
the nature of that just described. 

In r^ards to section 4, the Sec. of Commerce function should also include regis- 
tration of such qualified export management companies and selective computerized 
distribution of trade leads to such companies based on registration data. 

In regards to section 6, with today's very h^h interest rates on cororoercial bank 
loans, I do not see how an expanding or new ^port Trading Company can afford to 
borrow for initial investment and operating expenses. The net margina which an 
Export Management Company operates within will not permit such a heavy burden 
of interest. On one hand you are seeking to encourage export expansion, yet in the 
market place competition we encounter, our foreign competitor has the advantage 
of their government's backing at low interest rates. We simply cannot compete if we 
are to add the U.S, current prime rates on expansion capital. It seems to me that 
this type of activity would certainly qualify for low interest loans such as granted in 
case a( diaaater relief or the like. 

I don't particularly like the section 6(b) of the bill as it should be tied to a 
percentage of sales rather than operating expenses. 

Sales is the real criteria an bottom line in export. I can run-up operating expenaea 
astronomically with expensive travel and not produce 1 percent increase in sales. 
This also encourages agreaeive thinking attd innovation and discouragec the high 
overhead, inefficient operations. 

Section 6(c) I commented on earlier indicating a need for large dollar aales cases 
consideratitm espedaUy in the Middle Bast 

Under section 7. The "bridge financing" or export accounts receivable financing is 
very good and long needed. 

Ine eligiUUty of State and local Government-owned Export Trading Companies is 
contrary to a long stated policy of Government not competing with private buainesa, 
I fail to see or underatana why a commercial enterprise would be attracted to go to 
a qualified Commercial Export Trading Company when the State Government crfTers 
one supported by taxpayer a money and can draw up such resources as not available 
to the private company. A private firm cannot compete with government under 
such a provision of the Dill, 

Most of the State Port Authorities and State Development Agencies already have 
well staffed, operating overseas offices at tlie present whose purposes are to: (1) 
Encourage traitic and revenue through their respective ports and (2) in the case of 
the State Development Offices, encourage reverse investment in their respectivs 
>tates by foreign industry location and organiie trade missions for export 
promotion. 
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We in private industry rarely see any actual trade lead* generated ■■ a result of 
theae State and local oflicea to we are left to depend upon our own imtiative and 
that of our foreign trade afllliatce. So, I do not see any benefit to be derived tar a 
private export trading company under any new legiglation that would change the 
preaent situation. 1 see them as competitoni if the State and Local Govenunenta aie 
permitted to own esport trading companies under the bill. Partidpatkm would be 
satisfactory but direct ownership should not be a provision. 

We do not want to overlook their values and contribution to this covaxtry'B 
exports. I prefer to see all eflbrta channeled through the U.S. Chamber of Ctnii- 
merce. State Chamber of Commerce and Local Chamber of Commerce which has 
been ^e successful domestic business forum in this country. Our foreign oouatomers 
use their local Chambera of Commerce both for domestic as well as export business, 
we do not. 

I was asked to comment recently on a place for the U.S. Chamber of Commerce in 
export, taking into account their already functioning organization. I suggested that 
they consider using the help of a qualified Export Trading or Bdanagement Compa- 
ny which was already in business, had experience, staff and financial reaouices. 
Such assistance would be rendered by registering the Qualified Export Trading 
Companies with the U.S. Chamber, State and looal organizations to support new 
exporters, exporters and trade associations. These services would be contracted for 
on an annual basis and funded by Federal grant to whatever level appropriate. We 
do not have the support at the local level which is where the exporting ia conducted. 
New exporters would be brought in to the procram and rendered nnBintanre, or 
discouragement if their products are unsuitable, lor a short time under the Federal 
grant. Subsequent activity would reauire some payment by the local firm ae the 
situation matures and potential is realized. 

This concludes my remarks and again thank you for permitting me the tqiportuni- 
ty to testify to this aubcommittee. 

Senator Stevenson. Thank you, Mr. Hester. 
If there's no objection, we 11 continue with all the remainiog 
statements and then proceed on to questions. 
Mr, Fox? 

STATEMENT OF LAWRENCE A. FOX, VICE PRESIDENT, INTER- 
NATIONAL AND ECONOMIC AFFAIRS, NATIONAL ASSOCI- 
ATION OF MANUFACTURERS 

Mr. Fox. Thank you, Mr. Chairman. 

I am Lawrence A. Fox, vice president for international and eco- 
nomic affairs for the National Association of Manufacturers. I am 
happy to appear today on behfdf of NAM to testify in favor of the 
enactment of the Trading Companies Act of 1980, S. 2379. With 
your permission, Mr. Chairman, I would like the statement made 
part of the record and I will summarize it for the purposes here 
this momiiig. 

Senator Stevenson. All the statements which are simimzirized 
will be entered in the record, 

Mr. Fox. Thank you. 

The National A^ociation of Manufacturers is a voluntary non- 

firoflt organization of nearly 13,000 companies, large and sniall, 
ocated in every State of the Union. It represents firms which 
account for about 75 percent of American manufactured goods 
output and approximately the same percentage of the Nation's 
industrial jobs. 

NAM heis for some years now favored a vigorous export expan- 
sion program as the most appropriate means to help right the U.S. 
balance-of-payments Euid to help strengthen the dollar internation- 
ally. 

Mr. Chairman, in the report which your committee presented 
last year following your extensive hearings on export expansion, 
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the committee correctly noted that the scope of the U.S. trade 
problem is truly a very broad one which touches the most impor- 
tant Eispects of the domestic economy as well as requiring steps to 
improve access to foreign markets for U.S. goods. 

No export expansion program will prove successful if the U.S. 
industrial base does not produce the products which are demanded 
in the world markets at prices which are competitive and with 
service and engineering back-up facilities to make the American 
product the best available in world markets. 

S. 2379 can make a valuable contribution to improving the 
export performimce of American companies. But taken alone, S. 
2379 cannot do even a major part of the job. I state this view not to 
derogate from the importance of S. 2379, but to indicate that 
nam's support for the bill is in the context of an overall program 
which includes domestic economic measures, lifting of U.S. Govern- 
ment impedimenta, and opening up of foreign markets to U.S. 
goods. 

S. 2379 falls in the second category, that is, elimination of im- 
pediments to U.S. exports, while providing some modest finance 
and tax incentives to export growth. It is undoubtedly the case that 
for a manufacturing country the United States has a very small 
proportion of medium and smaller manufacturing concerns en- 
gaged directly in export. Although many such firms provide compo- 
nents to larger firms, which incorporate the components into end 
products which are then exported, this constitutes only a limited 
potential of a large part of American industry for export. 

Smaller and medium-sized firms are likely to find foreign mar- 
kets more difficult to penetrate, more costly to do business in, and 
to present less certain prospects for profits than would be the 
result of alternative use of capital and other business resources to 
expand sales and markets in the United States. 

ADOrnONAL SALES OFFICES IN UNITED STATES 

In my opinion, the principal competitive judgment to be made by 
small and medium-sized firms is whether or not to open up £m 
additional sales office in a rapidly growing part of the United 
States, such as the Southwest, or to take on what appears to be the 
more hazardous market in Europe or Japan. I think the decision of 
the smaller companies and medium-sized companies to expand 
within the United States is hardly irrational in the context of the 
growth potential in the American market. 

Just the opposite conditions prevail in most foreign countries, 
that is, domestic markets being smaller and more competitive, 
often offer less advantageous prospects than expanding into foreign 
markets. And therefore it is not surprising that bottom-line consid- 
erations have resulted in a much larger commitment to exports 
among the medium and smaller businesses in such countries as 
Germany, France, Switzerlemd, Sweden, et cetera, as well as Japan. 

Trading companies are used to some extent in most countries 
which compete with the United States for world markets, but they 
are truly important factors in the trade competitive situation, nota- 
bly of Japan and Korea. Bear in mind, however, that the U.S. 
situation is quite different from that which prevails in Japan, 
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where iive or six major trading comp£inies engage in up to 75 or 80 
percent of the export activities of that country. Furthermore, these 
trading companies own or control a large number of domestic 
manufacturing companies, often the very largest companies in the 
country. And finally, each trading company is generally associated 
with a commercial bank or banking group. 

Conditions in the United States, of course, do not permit the 
replication of the Japanese situation, and S. 2379 is an appropriate 
recognition of the different nature of the conditions prevailing in 
Americein industry and banking. S. 2379 permits the creation of 
trading companies with participation on the part of manufacturers, 
banks, export service organizations, constructers and other firms, 
who can profitably work together in helping to create new markets 
abroad for U.S. goods. 

Export credit as well as working capital is made available to 
such trading companies on somewhat more favorable terms than 
might otherwise be the case, and the domestic international sales 
corporation concept, the DISC, of deferral of taxes on export 
income, is authorized for these trading compiuiies. 

The principal advantage of the trading company concept is that 
the trading company can engage in market development Eictivities 
on a longer term basis, with greater certointy of continuity, than 
individual smaller companies could achieve on their own. Trading 
companies could be oi^anized to specialize with respect to speciiic 
industrial products or product groups, with respect to specific geo- 
graphical areas of the world, or in accordance with the particular 
needs and opportunities of the major firms forming the trading 
company. 

Marketing expertise, specifdized product lines, specialized knowl- 
edge of foreign market conditions, and a number of other particu- 
lar factors, can be taken into account in organizing precisely the 
kind of trading company which most adequately reflects the needs 
of the American firms forming the trading company. 

ENDORSEMENTS 

We would specifically like to endorse these sections of S. 2379: 

One, direct the Export-Import Bank to establish a guarantee 
pn^am for commercial bank or other private short-term loans or 
lines of credit secured by export accounts receivable or inventoiy 
held for exportotion. 

Second, authorize Eximbank to make direct loans or extend loans 
or loan guarantees which would enable export trading companies 
to meet operating expenses over the first 5 years of an export 
company's operation or during any one 5-year period in which an 
export compimy which was formed before the enactment of S. 2379 
undertakes a significant expansion in export services to unaffiliat- 
ed producers. 

Third, authorize bfinks, their holding companies, Agreement and 
Edge Act corporations to participate directly in a broader range of 
export trade services through the authorization of limited invest- 
ment in export trading companies. By allowing American banks to 
broaden their export trading services, the competitive position of 
U.S. banks should be correspondingly improved and the ability of 
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the trading companies to have access to private flnance would be 
improved also. 

Four, direct the U.S. Department of Commerce, in cooperation 
with other relevant Government agencies, to provide explanatory 
literature seminars and other assistance to partis interested in 
forming new export trading associations or expanding existing 
ones. The Commerce Department ifi also directed to work closely 
with local and State governments and special authorities to facili- 
tate the formation and operation of export trading companies. 

Fifth, clarify the eligibility of export income earned by trading 
companies for DISC tax deferral and other related tax consider- 
ations, such as subchapter S. 

And sixth, make trading companies eligible for the same anti- 
trust exemption treatment aa trade associations are now accorded 
under the Webb-Pomerene act. Thus firms which meet the defini- 
tion of export trading companies will, with regard to their export 
activities, enjoy the same status under the Webb-Pomerene Act as 
associations formed exclusively for the purposes of that Act. 

UNAPFIUATED PERSONS 

Mr. Chairman, we would like to suggest that section 3(aX5Xb) be 
amended to permit specialized divisions of units of larger compa- 
Dies to become members of trading companies. Often these units 
can serve as catalysts for the efTorte of the smziller firms engaged 
in specific product-oriented marketing prt^aras. The definition of 
"unaffiliated persons" in this section should be clarified to author- 
ize such participation. 

Our point in this connection is that a specialized division of a 
larger or multiproduct company is often engaged in a particular 
product line, for instance irrigation equipment. A trade association 
formed under the act specifically to engage in agricultural product 
machinery and agribusiness marketii^ development might very 
well find a most useful company to participate in that connection 
to be a division of a larger multiproduct company. 

The definition of unaffiliated person causes us concern in that 
connection. 

Mr. Chairmam, NAM testified on the subject of export tradii^ 
companies on September 17, On that occasion our mmn focus was 
on those bills, particularly S. 864 and S. 1499, which were specifi- 
cally directed to amend the Webb-Pomerene Act by improving its 
effectiveness. We will not repeat our otservations made at that 
time, but specifically we would like to endorse the proposals in 
those bills which we understand are being considered now together 
with S. 2379. 

We particularly commend to the attention of the committee the 
provisions of those bills which would authorize the service indus- 
tries and particularly constructors and export service organizations 
to be members of Webb-Pomerene associations. 

I would like to conclude, Mr. Chairman, by stating that we do 
not believe any single measure has the power to deal with the full 
scope of the American trade problem. Trading companies are an 
important step forward, but far from the total answer. NAM will 
be supportii^ other legislation which attempts to improve the 
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trade position of the United States. We will be testifjang in favor of 
the Small Business Export Expansion Act, S. 2040, and the Small 
Business Ex[>ort Development Act, S. 2104. 

Efforts to amend the Export-Import Bank Act of 1945 to authoi^ 
ize the Bank to engage in the use of special measures of export 
finance to counter the use of such measures by other trading 
companies, S. 2339, are also important efforts to improve U.S. 
export expansion capability. 

And finally, without an overall program, including domestic ef- 
forts along the lines of NAM's program to revitalize American 
industry, efforts to stimulate increased savings and investment in 
U.S. industry, the long-term prc»pects for a markedly improved 
export record will remain modest indeed. S. 2379 is strongly en- 
dorsed by NAM as a first and most important step in a comprehen- 
sive and sustained prc^am to improve U.S. exports. 

Thank you. 

[The complete statement follows:] 
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Mr. Chairman and members of the Committee, I am Lawrence A. Fox, Vice 
President for International Economic Affairs for the National Association of 
Manufacturers. I an happy to appear today on behalf of NAM to testify in 
favor of the enactment of the Trading Companies Act of 1980, S. 2379, introduced 
by yourself, Hr. Chairman, and other members of the Senate. 

organization of nearly 13,000 companies, large and small, located in every state 

factured goods and approiimatel)- the same percentage of the nation's industrial 

NAM has for some years now favored a vigorous export expansion program as 
the most appropriate means to help right the U.S. balance of payments and 10 help 

Committee presented last year following your eitensive hearings on eiport 
expansion, the Committee correctly noted that the scope of the U.S. trade problem 
is truly a very broad one which touches the most important aspects of the domestic 
economy as well as steps to improved access to foreign markets for U.S. goods. 

not produce Lhe products which are demanded in the world market at prices which 
are competitive and uith service and engineering backup facilities to make the 
American product the best available in world markets. 
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Cn Decenbec 12, 1979, 1 testified before this Coooittee calling for 
balance of payments strategy for the United States. The essence of this 
HU to call for a three-fold effoTC: 

1) laproveoent of the domestic eeonoi^ prlBarily through iaproved 

enhance the coiqietitiveness of our manufacturing industries, 
both with respect to ii^on coi^etition in home aarfcets and 
with respect to exports to foreign markets; 

2) To remove unneeded, costly U.S. Government inpediiients or dis- 

3) To open up foreign markets further to U.S. goods, prtaarily 
through forceful and effective implementation of the various 

Multilateral Trade Negotia 
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S. 2J79 can make a valuable coTHrlbulion to improving the e»pOTt pBTfoimancB 

of the Job. I Itate this view, not to derogate fron the tiqioTtance of S. 2379, 
but 10 indicate that NAM'S suppon for the bill is in the context of an overall 
projran which includes donestie econonlc neasures, lifting of U.S. Govemeent 
ixpediments and opening up of foTeign narltets to U.S. goods. S. 2179 falls in 
the second categoiy, i.e., elinination of inpediments to U.S. exports, while 

It is undoubtedly the case that for a manufacturing country, the U.S. has 

directl)' in exporting. Although many such firms provide conqjonents to larger 
firms which incorporate the components into end products which are then exported, 
this constitutes only a limited potential of a large part of American industry. 
Smaller and nediun-sized firms are likely to find foreign markets more 

prospects of profli$ than would be the result of alternative use of capital and 

being snaller and more competitive, often offer less advantageous prospects than 
expanding into foreign markets, and therefore it is not surprising that bottom 
line considerations have resulted In a much larger conmitnent to exports among 
nediun and smaller businesses in such countries as Germany, France, Switzerland, 
Sweden, etc., as well as Japan, 

Trading companies are used lo some extent in most countries which compete 
with the U.S. for world markets, but they are truly important factors in the 
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where the five or sii najor trading conqtanies engage in Bare than 7Sl or SM of 
the eiport activities of the country. Furthernore, these trading coi^anles own 
or control a iarge nunber of doaestic nsnufacturing coi^snies, often the very 
largest conpanies in the country. *nd finally, each trading coipany is generally 
associated with a comercial bank or banking group. Conditions in the U.S.. of 
couTse, do not pemit the replication of the Japanese situation, and S. 2379 
is an appropriate recognition of the different nature of the conditions prevailing 



and other fims, who can profitably work together in helping to create nex markets 
abroad for U.S. goods. Export credit as well as working capital is aade available 

be the case, and the Domestic Sales Corporation concept of deferral of taies on 
export income is authorized for these trading coipanies. The principle advantage 
of the trading conpany concept is that the trading conrpany can engage in market 
developinent activities on s longer-tern basis with greater certainty of continuity 
than individual snaller coiqianles could achieve on their own. Trading conpanies 
could bo organiied to specialiie with respect to specific industrial products or 
product groups, with respect to specific geographical areas of the world, or in 

the trading company. Marketing eipertise, spectalijed product des 
knowledge of foreign narket conditions, and a nunber of other part 
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4) Direct the U.S. Departient of Coawrce, in cooperation with 
other rtlovwit govennentil agenciei, to pnnride eiqilanitoi? 
lilanture, sealnari, and other assistance to parties interested 
in foraing new export trading associations or expanding present 
ones. The Co^wrce Drpartiient is also directed to vork closely 
with local and state govenaents and special authorities, to 
facilitate the foraation and operation of export trade coqianies. 

5) Clsrifjt Che eligibilitx of export incase earned by trading 
co^>anies for DISC tax deferral. Election of Subchapter S (pass- 
through of gains and losses to the shareholders) is Bade easier 
for export trading co^ianies. Nith the assistance of the Internal 
Revenue Service, the Departaent of Comerce is directed to write 
up a guide to assist export trade co^jonies in the foraalion of 
DISCS or for the election of Subchapter S tax treatMnt. 

6) Hake export trading coiqunles eligible for the saw antitrust 
exeqition Ireataent as trade associations are now accorded under 
the ivobij- Pome rent Act. Thus, firms which neet the definition of 
export trading companies nill, nith regard to their export 

as associations formed exclusively for the purpose of export trade. 

He suggest that Section I (a) (S) (B) be amended to permit specialized divisions 
or units of larger corporations to become members of trading coipanies. Often 
these units can serve as catalysts for the efforts of snaller firms In regard 
to specific product -oriented marketing programs. The definition of "unaffiliated 
persons" should be clarified to authorize such participation. 
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Mr. Chairman, NAM last testified on the subject of Export Trade Conpanies 
on Septenber 17. 1979. V On that occasion, our main focus was on those bills. 
S. 864 and S. 1499, which were specifically direiUd to amend the Webb-Ponerene 
Act by iin>roving its effectiveness. Obviously, S, ;379 is directly related to 
that effort, although S. 864 and S. 14S9 are inore specialized in their focus. 
As we understand the present legislative situation, S. 864 and S. Ugs are in 
the process of being reconciled in one legislative proposal. And because we hav 
alread)- made our views known on the necessity for revising Webb-Ponerene, the 

KAM strongly endorses those provisions of S. 864 (the "Eiport Trade Assocla 

through the Nebb.Pomerene Act. This bill will attempt to Beet those requirement 
by naking provisions of the Nebb Act applicable to the exportation of services 
and by transferring the responsibility for the administration of the Act from 
the Chairman of the Federal Trade Coimission to the Secretary of Commerce. 
Obviously, its major thrust is to ejeopt from the application of the aoHirust 

the six specific provisions which must be satisfied for an association to be 
exempted from the antitrust laws CPP- 6-? at S. 864) are more than adequate to 
prevent an abuse of the exemption provisions. 

The emphasis in both S. 864 and S. 1499 to include services within the 
purview of a revised Webb Act Is strongly endorsed by NAM, As we testified last 
September before this Comittee. "By including within the Act's coverage the 



Senate Committee on Banking. Housing, and Urban Affairs on September 17, 1979. 
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in our view, be in line with the Department's new and eipanded role in the 
aduinistration of U.S. trade policy as a result of the White House's Trade 
Reorganization Plan which entered Into law this last January. *nd the trarsi 
of authority from the Federal Trade Coimlsjlon to the Department of Comierce 
would also be a significant indication of a changing government attitude regs 
the need of this country to provide greater incentives, primarily of a market 

As »e stated at the outset, the various bills before this Comittee do r 

at home and abroad in regard to U.S. foreign trade. NAM will be supporting ( 
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legiilation which attenpts to improve (he trade poiition of the United Slatts. 
■o Hill be testif)-ing in favor of both the "SnsU Business Eiport Expansion 
Act" (5. 2040) »m) the "SBall Business Export Developnent Act" (S. 2104). 
Efforts to anend the Ejiport-Inport Bank Act of IMS to authorize the Bank to 
engage in the use of special measures of eiport finance to counter the use of 
such iKasures hy other najor trading countries (5. 2339) are efforts to confront, 
as S. 1379 atteBpCs to do, the fact that the United States has only begun to 

Finally, without an overall program— including domestic efforts along the line 
of NAM'S prograa to "Revitaliia American Indus cry"- -geared to stinulate increased 
savings and investnent in U.S. industry, the long tern prospects for a markedly 

S. 2379 is strongly endorsed by NAM as a first and Bost tnportant step in 

Senator Stevenson. Thank you, Mr. Fox. 
Mr. Liebman. 

STATEMENT OF JOHN R. LIEBMAN, DIRECTOR, EXPORT 
MANAGERS ASSOCIATION OF CALIFORNIA, INC. 

Mr. Liebman. Thank you, Mr. Chairman. I wish to thank the 
committee for allowing us to appear before it today. 

As is indicated in my written statement, which I understand is 
beii^ incorporated in the record, I would just like to ask that two 
corrections be made: First, the reference to 1663, the previous bill, 
which appears in the second partigraph on page 2 should be 
changed to 2379. I believe the same correction should be made, the 
third line from the bottom of page 5 of my statement. 

I appear here today on behalf of the Export Managers Associ- 
ation of California. This is a nonprofit trade association hectdquar- 
tered in Los Angeles, representing more than 250 exporting manu- 
facturers, EMC's and related suppliers of services to the export 
community of southern California. As is indicated in my statement, 
the vast majority of the members of EMAC are small businesses. I 
serve the association as its general counsel, as director, and chair- 
man of its legislative committee. I have been associated with a 
number of similar groups active in southern California for a 
number of years. 

As indicated in the text of our statement, California obviously is 
a m^'or factor, and has to be taken as a m^or factor, in any export 
expansion program. It is the gateway to the Pacific rim markets. I 
believe today it accounts for something on the order of the second 
largest volume in the country in international trade. Therefore, 
our association views with great interest the success prospects for 
the expansion of exports, particularly in view of the chronic trade 
deficits that this country has suffered over the past several years. 
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The Export Managers Association genuinely and warmly sup- 
ports the spirit and, for the most part, the letter of 2379. We 
endorse most of the revisions incorporated into the bill over the 
prior version and particularly applaud the removal of many of the 
procedural requirements which were present in that prior version. 
And, of course, we applaud the spirit of the bill, as it is the first 
real concerted efl'ort, eis far as I know, by the Cot^ess to put some 
teeth into our ability to export. 

PROBLEM WITH SECTION 102(C)(1) 

At the risk of seeming ungrateful, we do perceive one problem, 
and it is a problem we believe must be considered seriously by this 
committee. Section 102(cXl) of the original bill proscribed the issu- 
ance of an export trading company license by the Secretary of 
Commerce to "any partnership, a^ociation, or corporation owned 
or controlled by a foreign corporation or in which any other foreign 
entity owned stock or other securities with voting rights issued by 
the export trading company." 

During his testimony to this committee last September, Secre- 
tary Bergsten commented that such a prohibition runs counter to 
traditional U.S. policy of neither encouraging nor discouraging for- 
eign investment in the United States, and that the denial of domes- 
tic tax benefits to foreign persons would also violate the nondis- 
crimination provisions in our double-tetxation conventions. He con- 
cluded that foreign-owned export trading companies would be sub- 
ject to U.S. law in any case, and that ownership restrictions there- 
fore would not be necessary. 

Our initial reaction was clearly one of agreement with the Secre- 
tary's position. There is certainly no reason why we should pre- 
clude foreign interests from participating in our export expansion 
prc^am, particularly at this time when we need ail the help we 
can get. 

I am just parenthetically interested to hear from one of the prior 
witnesses that Mitsui is the sixth largest exporter of U.S. goods, 
ironic as that may seem. It also occurred to me that probably the 
reason for that fact is that Mitsui probably understands the 
market which it serves, exporting from the United States to Japan, 
better perhaps than some of our own American companies. 

Nonetheless, we felt that the proscription against foreign owner- 
ship of the export trading companies might be giving vent to our 
xenophobic instincts and accomplish nothing. Therefore, at first 
blush, we did welcome the revision of the bill which eliminated this 
provision. 

But, on reflection, it became apparent that there where other 
aspects of the question holding in importance at least as high a 
priority as the imperatives of exporting larger slices of the gross 
national product of the United States. For one, export trading 
companies stand to profit, in large measure, directly and otherwise, 
from the lai^esse of American taxpayers. And I think that imposes 
a special duty on us to keep faith with those embattled legions and 
to insure that the benefits generated by ETC's are not lost for them 
because of heavy repatriations of earnings by foreign investors. 
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For another, foreign investors have foreign currency earnings 
bases which give them access to low-interest foreign-currency loans 
and don't re^ly need the additional financial leverage afforded by 
this bill. 

Third, there is the danger that the very purpose which this 
l^islation is designed to accomplish could be frustrated where 
foreign-owned export trading companies were allowed to run down 
because of pressure imposed upon them by their governments, 
pressure which might emanate Irom adverse conditions in those 
countries unrelated to conditions here. 

And finally, the orchestration of the activities of the export 
trading company with those of its parent could breed competitive 
patterns inconsistent with extant U.S. antitrust policy. 

Despite these compelling ai^uments, the association which I am 
here to represent today has no objection, in principle, to foreign 
ownership of export trading companies or, for that matter, with 
foreign ownership of most other U.S. assets. But we do believe that 
it is eminently reasonable in circumstances of high public purpose, 
as here, that no greater access be afforded to any foreign investor 
than any one of us would enjoy to a similar enterprise in his 
country. 

If embraced in this bill, this principle would have the SEilutary 
effect of protecting the express purpose of the bill and further 
encouraging, at the same time, the liberalization of capital move- 
ments among industrialized nations — a long-range U.S. policy, as 
elusive in its attainment as it is simple in its definition. 

There are more tangible refisons to incorporate this requirement 
into 2379. We really have no idea how foreign investors from 
countries following restrictive investment practices will behave as 
owners of ETCs. Past experience suggests that, as indicated above, 
commercial policies of U.S. Eiffiliates may be subordinated to those 
of the offshore parent which, in the end, are more responsive to the 
perceived needs of a foreign government than to those of the 
American people, as expressed in this legislation. But once here, 
we believe that Congress would have enormous difficulties in sin- 
gling such foreign investors out for special treatment, if equal 
protection is given any credence at all. 

EQUAL PBOTECnON 

And just commenting on a footnote, I realize that it is rather 
poor practice to cite oneself as Em authority for a pro[>osition, but 
we did do em extensive investigation of the whole area of the 
concept of equal protection as applied to foreign investors. And, if 
nothing more, that proves that it is going to be a troubling area. 
It's going to be troubling for us as business people and as lawyers 
trying to advise those business people. We could easily be confi^nt- 
ed with then having to disassemble this entire program, even 
though no one in the export community would want to see the 
baby thrown out with the bathwater. 

With all due respect to Secretary Bergsten, we have no difficulty 
with the notion of restricting foreign ownership along the suggest- 
ed lines, with or without extant bilateral tax conventions. This is 
not so much a question, in my view, of discriminatory tax treat- 
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ment as it is of eligibility. And examples of such restrictions within 
current law are plentiful, as are set forth in the text of the state- 
ment. Indeed, we had to note that small business corporations, as 
defined under subchapter S, section 1371 of the Internal Revenue 
Code prohibits nonresident Eiliens from ownership. The subject 
matter is certainly well known to this committee, and I don't think 
it would pose any difficulty to write it into the bill. 

Which of our major trading partners would stand to be affected 
by the adoption of the eligibility standard we have suggested? Well, 
Mr. Chairman, as you have noted, we have attached to our state- 
ment a copy of some materials which we felt were most interesting, 
because, while it's not exhaustive in any respect, I thought it was a 
fairly interesting cross section of some of the policies which are 
followed by some of our major trading partners and some of our 
trading partners who aren't so m^or but nonetheless have come 
up wiui some very ingenious app>roaches to the problem of foreign 
ownership of domestic enterprises. And those appear in tlie 
appendix. 

In addition, I wish to commend the committee's attention to the 
further material which, aa an eifterthought, we tacked on, which 
discusses in a more structural context the form which some of 
these restrictive practices assume. 

In sum, we propose l^at a reciprocity standard be incorporated 
within this bill, limiting eligibility for treatment as an export 
trading company to firms whose beneficial foreign ownership does 
not exceed, in terms of voting control, those limits on foreign 
ownership of domestic firms by the governments of those foreign 
owners. 

The implementation of this standard entails the use of the same 
sort of ownership identification envisioned in S. 953, which I be- 
lieve, Mr. Chairman, you introduced in the 94th Congress, and 
would require the Secretary of Commerce to determine periodicstlly 
what percentages of ownership would be allowed to vest in nation- 
als of various countries. The only eidministrative procedure necessi- 
tated by this approach would occur where an export trading com- 
pany soi^ht exemption from the application of an eligibility stand- 
ard. 

There was one minor technical question which we raised, and do 
raise now; namely, since the freight forwarding services qualifies 
as an export trading services, whether that eillows a fre^ht for- 
warder, or whether it's intended by this legislation that a freight 
forwarder be allowed to have an ownership interest in the goods 
which he handles. Under present Federeil Meiritime Commission 
regulations, I don't believe that is permitted. There would have to 
be some changes made if that were the intent of this l^islation. 

We don't believe that the changes which we are suggesting would 
be unduly burdensome relative to the objective whichis envisioned 
by this suggestion. We do feel that the recommendation is useful 
and reasonable. Its adoption would not only improve the bill as a 
whole, but make it even more attractive and responsive to the 
perceived needs of our country. 

Thank you, Mr. Chairman and Senator Tsongas. I will be happy 
to answer any questions that either of you have. 

[The complete statement follows:] 
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07 JOHN R. LIEBHAH 



Mr. Chairman and Committee Hcmbers; 

Thank yau for inviting ne to share uith ycu some 

thoughts concerning the Export Trading Company Act of 1990* 

I )uioH of no other bill more deserving of Congress' attention 

able to play a constructive role in the shaping of this leg- 
islation, 

I appear here today on behalf of the Export Managers 
Association of California, Inc., a non-profit trade associa- 
tion representing more than 2S0 exporting manufacturers, export 
management companies, shippers and fraight forvarders, and 
other professionals providing varied aervices to exporters, 
Fiost of whom are 'Small Business' and are located in Southern 
California. I serve the Association aa a director, chairtoan 
of its Legislative Committee, and its general counsel. I also 
have been a mernber of the Southern California District Export 
Council and the Western International Trade Group since 1974, 
am a trustee and a former president of the Braiil-Califomia 
Trade Association, and am active with the California Council 
o.^ International Trade and the International Law Committees of 
the American Bar Association and the Los Angeles County Bar 
Association. Hy law practice is devoted primarily to the 
general and specialised representation of numerous California 
firms - large and small - deeply Involved in international 
trade, as well as commercial trading interests from other parts 
of the world. 
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If Calif oenla wera an Indepandant nation, it 
would rank ai alghth largaat in th* world and cartainly aa 
ana of the faateat meowing. It* population, new accounting 
for one-tenth of the total U.S. population and labor force, 
haa been growing at double the national rata. The atate'a 
induatrial base ii diverae, with major role* in the nation's 
high technology Induatriea and agriculture, providing many 
of our country's exports. California is recognised as ■ 
major gateway to the narlcetB of the Pacific Itlm, accounting 
for nearly one-half of U.S. trade with those markets, and its 
exporters quite understandably view themselves as leaders in 
our national effort* to expand ai^oets . The introduction of 
S. 1SS3, therefore, has aroused great interest in the Calif- 
ornia export coneninlty. 

The Export Manager* Association genuinely and warmly 
suppoEta the spirit and, for the most part, the letter of 
S. 1663. Generally, toOi we endorse moat of the revisions in- 
corporated into the bill since la^t Ssptenber'a hearings. Many 
of the prooedueal requirements contained in the original bill 
considered by us as unnecessary now have been excised. This 
bill, in any event, is the first concerted effort by the Con- 
gress CO put aoDM teeth in our nation's export expansion effort. 
Its financial and tax provisions promise the export community a 
tangible pEospaet for being able to con^ete on a fair basis 
with our counterparts in other reaches of the world. American 
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exporters, for so many yeat«, have been ployers In ■ very 
rou^h football game, and w* simply have not had the equip- 
ment to do the job. How, it seems, we finally are being 
given our helmet* and hip pads. 

At the risk of laeming ungrateful, however, we 
do perceive one problem, and it is a problem we believe 
•hould be considered seriously by Uii« comnittea. In the 
original bill. Section 102 (c) (1) proscribed the issuance 
of an Export Trading Company license by the Secretary of 
Coiranercc to ' ... any partnership, association, or corpor- 
ation owned or controlled by a foreign corporation or in 
which any other foreign entity owns stock, or other secur- 
ities with voting rights, lasued by the export trading com- 
pany, ..." Secretary Bergsten coiranented, during his testimony 
to this coDimittee last September, that '... Such « pro- 
hibition runs counter to traditional U.S. policy of neither 
discouraging not encouraging foreign invastotent in the 
United States...' and that '[Tlhis denial of domestic tax 
benefits to foreign persons would also violate the nondiscrim- 
ination provisions in our double taxation conventions...', 
concluding that * ... foreign-owned export trading coB^anies . . . 
would be subject to U.S. law in any case, and ownership re- 
strictions would therefore not be necessary." 

Our initial reaction, I must admit, accorded with 
Secretary Bergstsn's views, why, we asked, should we discourage 
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foralgn intaraau froa partlctpatinq in tba nadoaal axporC 
a^anaion proqraa at a tlaa whan wa oaad all tba iMlp va can 
gat7 Kould nat luch a prahibltlen ai^lr b« giving «•»£ ta ear 
baaar. xanophoblc inatinct and accoapllab nochlag bat cntelog 
off our aomu to iplta our faca? In coosaquanca, va valeoaad 
tba rariaad varalon of tha bill raflactlng, aa It did, thla 
•nllgbtanad pacipactiVa If not tba raalley that aoaa 
aubatantlal Aaarican tliaa who ataad randy, willlDg, and 
abl* to avail thanaalva* of tba blll'a baadaoatt banatlts 
•ra alraady ownad by foralgn intaraata. 

On rathlnking cbla laaua, howavar, ic bacaaa ap- 
parant that thara wa;a othar aapacta of tha quaatloa boM- 
±r.g in iuportanca at laast aa high a priority aa tha lapar- 
atlvaa of ai^orting Ia:g*r ilicai of Amarlca'a GNP. For ona. 
Export Trading Conpaniai atand to profit in larga awaaorv, 
diractly and oeherwlsa, fron tha largesia of Aaariean tax- 
payara, theraby li^ioaing a ipacial duty on ua to ka«p faith 
viih thoaa ambattlad lagiona and anaura that tha baoaflta 
9an*rat<d by Export Trading Coopanlaa aran't loat [or than 
bacauae of haavy rapatrlatloni of earnlnga by foralgn invastora . 
For snothar, foralgn invaatora hava foreign currancy aaminga 
baaaa which glva than aceaaa to low Intaraat foralgn cur- 
rancy loana, and don't raally naad tha additional financial 
lavarage affordad by thia bill. Third, thara ia tha dacgar 



jdbyGoOglC 



that the very purpose which this Icgislacion is dssi^nad 
to aecoinplish could be frustrated if a foceign-owned 
Export Trading Company uere Bll<:wed to run down bseauss 
of pre»»uce inposed upon its foreign owner* by their gov- 
•rnnent — pressure emanating front adverse conditions there 
unrelated to conditions hare. And, finally, the ordtestra- 
tion of ttie activities of the Export Trading Company with 
those of its parent could breed competitive patterns incon- 
sistent with extant U.S. antitrust policy. 

Despite these contpelling arguments, the Export 
Managers Association has no objection in principle to for- 
eign ownership of Export Trading Companies, or for that 
latter with foreign ownership of most other U.S. asieCs. But 
wa do believe that it is eminently reasonable in circumstances 
of high public purposa, as here, that no gcsstec access be 
given to any foreign investor than one of us would enjoy to 
a similar enterprise in his country. If embraced in this Billi 
this principle would have the salutary effect of protscti.ig 
the express purpose of the bill and further encouraging, al 
the same time, the liberalization of capital movements among 
industrialized nations — a long-range U.S. policy as elusive 
in its attainment as it is single in its definition. 

There are more tangible reasons to incorporate this 
requirement in S. 1663. we really have no idea how foreign 
investors from countries following restrictive investment 
policies will behave as owners of Export Trading Companies. 
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Fast experience suggests that, as indicated abova, connwr- 
eial policies of tl.S. affiliates nay be subordinated to 
those of the offshore parent which, in the end, are mora 
responsive to the perceived needs of a foreign govamaant 
than Co those of the American people bb expcesBed in this 
legislation.— 'sut once hers, we believe that Congress would 
have enomous difficulties in singling such foreign inves- 
tors out tor special treatment, if 'equal protection' i* 
given any credence at all.-' We could easily be confronted 
Chen with having to disassemble the entire program, even 
though no one in the export conmunlty would want to see the 
baby thrown out with the bathwater. 

Hith all due respect to Secretary Bergsten, we 
have no difficulty with the notion of restricting foreign 
ewenership along the lines suggaated, with or without extant 
bilateral tax conventions. This is not so much a question 
of discrioinstory tax treatment as it is of eligibility 
of ownership, and examples of such restrictions within current 
law ace plentiful: conmunleationt ,~ energy and natural re- 
sources, i' transportation and trade,- banking,- and numernua 
special government- funded incentive programs.-' to name but a 
few. Indeed, Small Business Corporations under Subchapter S 
may not Include among their shareholders any non-reaident 
aliens. H' The subject matter is certainly well-known to 



jdbyGoOglC 



the Congress, parcieularly te members of this Committee, =^ 
and should not pose undue difficulty. 

which of our major Cradinq partners would stand to 
be affected by the adoption of the eligibility standard we 
have suggested? Appended to this statement is a conpendlum 
of countries uhlch practice sone fom of discrimination againac 
foreign investors. In compiling these data (and this effort 
is by no means either eidiaustive or analytical) , ue have 
OBitted restrictions relating to such publicly-regulated 
sectors as those Just mentioned and concentrated on restric- 
tive policies imposed in commercial activities where the 
Unitsd States docs not (oJlow exclusionary policies. 

In sum, HC propose that a reciprocity standard be 
incorpcratea within this Bill, limiting eligibility toi 
treatment as an Export Trading Company to firms whose bene- 
ficial foreign ownership does not exceed, in terns of voting 
control, those limits on foreign ownership of domestic firms 
by the governmantd) of those foreign owners. The iiif>lementa- 
tlon of this standard entails the use of the same sort of 
ownership identification envisioned in S. 9S3, introduced 
by senator Stevenson in the 94th Congress, and would require 
the Secretary of Commerce to determine periodically what 
percentages of ownership would be allowed to vest in nationals 
of various countries. The only administrative procedure 
necessitated by this approach would occur where an Export 
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Tcading Company sought exenption froa che ^plication of an 
flliglbllity atandard. 

Finally, than 1> (ome confusion whether this Bill, 
tn embcaein^ freight forwarding as qualified 'export trade 
■•rvicss' which may be rendered by an Export Trading Coaipany, 
intends to pre-«n^t Fadflcal Haricime Comiission regulations 
prohibiting freight forvarderi froa having any ownership in- 
terest in the ooBnodlties thsy handle. It so, we suggest that 
pre-epqition language be added to the Bill. 

Ha do not believe that these burdens are unreason- 
able in relation to the policy objactivas sought by this 
legislation. Ma are convinced that our recooBendation is a 
useful one. and that Its adoption not only would l^rove the 
Bill as a whole, but nake it even Bore attractive and reapon- 

Thank you again for the privilege of appearing hara 
today. 
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Security Pacific Corporation, California: Pacific 
Hearlnqa S.as^ 



United Statsi 
Lieboani'Porc^ 



47 U.S.C. SS 
42 O.SC. SS : 
1D2S; 4B U.S. 
49 U.S.C. SS 
12 I 



SS 

J.5.C. S 



S.H99, S.1663 and S.1744 (96th Cong, let Seas.) 
al IRipiicationa of Foreign Investment in the 
27 Herecr Law Beviaw 597, S02 (197S1 



finv 61S, 624 (1976) 

(a), 222(il) , 301(1) , 734(dl 

, 2134; 30 U.SC. S 22; 30 U.S.C. SSIOOI- 



SS 1501- 150 B 
.301(1) and (13) 



12(c)(7) (restricting government loans for 
financing the costa of coimercial fishing vessels or gear) 
LKC. S 1371 
Sea Senator Inouye's discussion in 27 Merger Law Review 
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The descriptions regarding foreign Inveitnent 
in tha countries listad below ore taken from Investment 
Llcenaing t Trading ConditlonB Abraad (Businaas Inter- 
national Corporation), reproduced here with pecmission 
Of the publisher. 

MSTRIA 
AUSTRALIA 



FRAHCB 
JAPAN 
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Source: Simmonds (ed.) 
Legal Problems of Multinational Corporations 
(BIICL, 1977) pp 195-209 



Pattern I 
(mostl/ Asia - 
excluding 
India - Africa, 
CAOO 



Pattern II 
(mostly Middle 
East, North 
Africa) 



Pattern III 
(nostly South 
Anerica) 



I. Case-bx-cBse 

Adnini- screening 

stration largely restri- 
cted to award 
of incentives 
Cnon-discrini- 
natory) 



Emphasis on 

functional 

contributions 



Case -by- case 
screening at 

establishment 
(degree of 
discrimination 

varies] 



Emphasis on 
functional 
contributions 
ar-(? conditions 



Separate admi- 
nistration for 
foreign Invest- 
ment screening 
at establish- 
ment 



Criteria formu- 
lated for cost/ 
benefit analysis, 
often sxror-.ivj 
Includes sscial 



jdbyGoOglc 



Pattsrn I Pattern II Pattern III 

(mostly Asia - (mostly Middle (mostly South 

excluding East, North America) 

India - Africa, Af'rical 
CACM ) 



tion of exten- 
sive cost/ 
benefit analy- 
sis Screening 
largely for 
award of in- 
centives 



Little indica- 
tion of exten- 
sive cost/ 
benefit analy- 
sis 



III. 


Few requirements 


.Joint ventures 


Strict regula- 


Owner- 


Few sectors 


prevalent 


tions on owner- 


ship 


closed to for- 




ship and invest- 




eign investment 




aent (exc. Brazil). 
A large number 
of closed sectors 


IV. 


Few repatria- 


Few repatria- 


Repatriation 


Finance 


tion limita- 


tion limita- 


ceilings in most 




tions 


tions 


areas (exc. 
Bfcxico) . Screen- 
ing of foreign 
loans. Special 
control of pay- 
aents to parent 
company 


V. 


Announced 


Local quotas 


Specific across- 


Enploy- 


indigeniia- 


for work force. 


the-board 




tion policies 


Few local 


indigenitation 


and 


but little 


quotas for 


requirements 


train- 


headway in 


management 




ing 


practice 






VI. 


No controls 


No controls 


Screening and 


Techno- 






registration of 


logy 






all technology 


trans- 






imported 


fer 









,db,Googlc 



APPEBDIX III 
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III. SELECTED DEVELOPED hlARKET ECONOMY COUNTRIES 

A. MATIOHAL LEGISUTION A»D REGULATIQHS 

Introduction 

Hie study of the foreign investment legislation and 
regulations of developed market economy countries is based 
on a sanple of 12 countries,^ namely Australia, Austria, 
Belgium-Luxembourg, Canada, France, Federal Republic of 
Germany, Italy, Japan, the Netherlands, SMitzerlaiid, the 
United Kingdom and the United States . Tliese countries to- 
gether account for about 90 per cent of the combined gross 
domestic product of the developed market economies. In 
addition to the review of national legislations, measures 
for the liberalization of international investment within 
the framework of the Organisation for Economic Co-operation 
and Development and the European Communities were also 

1, Ihe Belgo-Luxembourg Economic Uhion is treated here 
as a single entity. 
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examined. 

Since most developed countries do not possess legis- 
lation and regulations dealing specifically with transnat- 
ional corporations as such and few specific regulations 
dealing with inward foreign investment in general, the sur- 
vey in this section necessarily includes numerous related 
materials which, though incomplete, throw light on the sub- 
ject. 

Nature of the legislation 

The approach to foreign investment of the countries 
cmcerned is, by and large, based on an economic philosophy 
which favours the free international movement of capital and 
equal treaCment under the law of domestic enterprises and 
those established by foreign investors. Non- discrimination 
extends to investnents by transnational corporations, which 
are treated liVe any other foreign investments. Although 
this approach is discernible in their legislation, some 
exceptions and reservations are also noticeable. 

In developed mar'set economy countries, although legis- 
lation concerning foreign investment and the conduct of 

^frequent national laws regulating 
is and various aspects of domestic 
economic activity usually include certain prt3visions which 
apply specifically to foreign investment or foreign enter- 
prises. Under exchange control laws for example inward 
foreign investment usually requires prior authorization, 
although it is frequently merely a formality. 

In some countries, investments involving the acquisi- 
tion of a participation or contro ling interest in a domes- 
tic company or its outright purchase, require special 
authorization. Virtually all countries resi.rict or prohibit 
foreign investment in certain reserved sectors or specified 
activities. As far as tha establishment and operation of 
foreign enterprises are concerned, specia! regulations exist 
primarily in one or several of the following fields: esta- 
blishment of branches of foreign companies: domestic and 
foreign borrowing by foreign enterprises: local representa- 
tion on boards of directors of locally incorporated enter- 
prises. Furthermore, although basic tax laws apply uqually 
to foreign and domestic enterprises, regulations concerning 
the determination of the locally taxable income of foreign 
enterprises are generally included in the laws. 

The only countries among those studied which have 
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enacted separate laws regulating foreign investment are 
Australia, Canada and Japan. In Australia, the Coopanies 
(Foreign Takeovers) Act is designed to control the foreign 
acquisition of ownership or control of Australian companies. 
Sew foreign investment is not covered by this Act. The 
Canadian Foreign Investment Review Act of IS74 has a broader 
scope, providing for the regulation of new foreign invest- 
ments as well as takeovers. Its stated purpose is "to 
establish a means by which neasures may be taken under the 
authority of Parliament to ensure that, in so far as prac- 
ticable ... control of Canadian enterprises may be acquired 
by foreigners, and new business established by foreigners .. 
only if it has been assessed that the acquisition of the 
control ... or the establishment of those new businesses ... 
is likely to be of significant benefit to Canada ..." 
(article 2 of the Act). 

In Japan, the Foreign Investment Law, which dates back 
to 1950, has been repeatedly amended. At the present Ttse, 
foreign investment is governed primarily by the 1967 Cabinet 
Decision concerning the Liberalization of Foreign Investaient 
in Japan. A multiplicity of regulations and a variety of 
restrictions are still in force. 

Entry and establishment 

In most of the countries studied, foreign investment 
is subject to some form of control at the point of entry. 
Except in the Federal Republic of Germany, Italy, Switzer- 
land and the United States, inward investment requires prior 
authorization. Such authorization is often granted virtually 
automatically unless certain features of the proposed invest- 
ment necessitate a closer scrutiny. However, in recent 
years, three of the countries studied, Australia, Canada 
and France, have established formal procedures for the 
evaluation of investment proposals and Japan now subjects 
foreign investment proposals to intensive scrunity. Fur- 
thermore, in several other countries applications for in- 
vestment authorization are also carefully examined beferft 
an authorization is issued. 

Where exchange control laws are in force (in countries 
studied other than Canada, the Federal Republic of Germany, 
Switzerland and the United States), the request for authori- 
zation is submitted to the exchange control authority, 
normally the Central Bank, which issues the authorization. 
In France, investment proposals exceeding a specified, 
relatively small amount must be submitted for approval to 
the Ministry of Finance. Under the new foreign investment 
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legislation of Canada, all foreign investment proposals are 
submitted for evaluation to the Foreign Investment Review 
Agenc/ established under the law, but the final decision to 
approve a proposal is made at Cabinet level. An Order-in- 
Council is then issued authorizing the investment. 

In Australia, the Reserve Bank receives foreign 
investment applications and issues authorizations. However, 
under the Companies (Foreign Takeovers] Act, all applica- 
tions relating to the acquisition of a participation or 
controlling interest in a domestic company are examined by 
the Foreign Takeovers Committee, and those involving the 
establishment of a new enterprise nay be evaluated by the 
Foreign Investment Committee. In the latter case, evalua- 
tion by the Committee is not mandatory. In Australia, as 
in Car.ada and France, foreign investment which does not 
exceed a specified amount is freely admitted. 

Foreign takeovers 

Many developed countries are increasingly concerned 
about the acquisition by foreign corporations of control 
over domestic coopanies. That concern is particularly acute 
in Australia and Canada, where foreign investment has played 
an increasing?/ important role in industrial development 
in recent years, and in Japan. But the authorities of 
several western European countries have also tended to be 
ir.ore restrictive in cases where investment proposals sub- 
mitted for approval had as their purpose the acquisition of 
a participation or controlling interest in local companies. 

The Australian law ei^owers the Treasury to prohibit 
a proposed takeover of an Australian company where such 
takeover would result in effective foreign control of the 
company and Is deemed to be against the national interest. 
In Canada, foreign investors who propose to acquire Control 
of a domestic business exceeding a specified siiC must sub- 
mit all the relevant information to the Foreign Investment 
Review Agency for an assessment of the implications Qf the 
proposal. In Japan, investment in existing enterprises 
including takeovers, is permitted only in the liberalized 
industries and requires the consent of the enterprise con- 
cerned. 

In some western European countries, takeovers require 
a special authorization from the Central Bank and large 
share acquisitions by foreign corporations need to be 
reported. Surveillance rather than control seems to be the 
dominant approach to takeover in western Europe. 
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The most comtnon direct restriction on foreign Invest- 
oent is the exclusion of foreign investment from certain 
sectors or activities. 

The chief motive for such restrictions is usually the 
desire to prevent public services from falling under foreign 
control and to keep activities involving the public interest 
In domestic hands. In some cases, restrictions are related 
to preoccupations with national security and defence. 
Another justification for excluding foreign investment from 
certain sectors is given by Japan, which imposes temporary 
restrictions in certain sectors until national enterprises 
have increased their productive efficiency sufficiently to 
face foreign competition. 

The sectors most frequently closed to foreign invest- 
ment are tra^isport and communications, communications media, 
public utilities, natural particularly mineral - resources, 
banking and insurance. Other fields which are closed in 
certain countries include hydroelectric power, atomic energy, 
aviation and certain manufacturing industries (e.g. elec- 
tronics, coR^uter software, automobile, food-processing 
industries) . In some cases, the acquisition by foreigners 
of urban real estate and agricultural and public lands is 
also prohibited. 

It should be added that, in a number of countries. 
State-owned economic sectors constitute reserved sectors and 
are protected from acquisition by foreign or private domes- 
tic investors through nationaliiation laws or laws concern- 
ing public sector activities. 

Establishment 



With respect to establishment, no distinction is 
generally made under the laws of developed countries between 
foreign and domestic enterprises. There are no restrictions 
on the legal form of establishment of a foreign enterprise, 
but in several countries establishment of branches of for- 
eign companies requires prior authorization or licensing. 

In a few countries there are nationality restrictions 
with respect to the menbership of boards of directors of 
locally incorporated foreign conpanies. Such restrictions 
nay apply generally or only to enterprises in certain sec- 
tors. In Switzerland, for instance, a majority of directors 
must be Swiss nationals, or if a company has only a single 
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director, he must be Swiss. Under Canadian lavr, a majority 
of the directors of banks and insurance companies are 
required to be resident Canadian citizens. 

Financiel management 

Finance 

There appear to be few general provisions regarding 
this manner of foreign direct invescnent financing. In 
Australia, new foreign investment is in principle required 
to be financed by an Inflow of capital which can include 
equipnent and Industrial property rights as well as foreign 
exchange. In some countries, a certain preference is 
given to foreign investment (Aich takes the form of an in- 
flow of foreign exchange In France for Instance, a 
foreign enterprise may invest a relatively small sum 
annually without prior authoriration, provided that the 
transaction involves a transfer of foreign exchange. 

Repatriation of capital, profits and fees is subject 
to exchange control where applicable, but authorization is 
usually givsn automatically. In some countries, a formal 
distinction is maintained between capital repatriation and 
the transfer of income, but it is of little practical sig- 
nificance. 

Taxation 

National tax laws make no distinction between foreign 
and domestic enterprises. In spite of efforts to promote 
harmonization, notably in the framework of OECD, national 
tax systems vary considerably with respect to types of 
taxation, effective rates of taxation and the definition of 
income. There are aiso diff'rences in the tax jurisdiction 
claimed by individual countries. 

In the case of affiliates of transnational corpora- 
tions, the determination of income for purposes of local 
taxation raises a numoer of problems. Furthermore, since 
this income forms part of the total income of the parent 
corporation, it may becone euCject to double taxation in 
certain cases. With a view to eliminating such inconsist- 
encies, an extensive network of bilateral double taxation 
agreements, treaties and conventions has been established. 
These agreements define, deterT:ilne the limits of, and 
allocate ta.xing rights with respect to the taxation of 
income and capital, thus eliminating or reducing the extent 
of double taxation and facilitating the exchange of infor- 
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Illation on the collection of taxes. 

Transfer pricing 

One of the taxation problems specifically related to 
transnational corporations not generally dealt with in 
foreign investment legislation is that of the pricing of 
goods and services transferred atnong units of a transnational 
corporation. This pricing may not be recorded in such a tray 
as to correspond to an arn's length price. Since the level 
of the transfer price affects the profits, and hence the 
taxable incone, both of the selling and of the buying unit 
Mithin the transnational corporation, the tax authorities 
In both countries seek to ascertain that no tax evasion 
results from artificial pricing. A common method is to 
check against arm's length price. Where this is difficult 
to establish, other approximations are used. They include; 

(1) Cost plus reasonable profits [Australia, Belgium, 
Canada, France, Federal Republic of Germany, United 
Kingdom, United States); 

(2) Selling price olnus reasonable profit or resale price 
(Belgium, Federal Republic of Germany, United Kingdom, 
United States]; 

(3) Reasonable return on capital (Australia, Federal 
Republic of Germany, United Kingdom, United States); 

(4) Proportionate profit, i.e. the corporation's total 
profits split according to the relative costs at the 
cospany's various units (United States). 

These approximations are especially applicable to ser- 
vices such as research and development expenditures and 
management fees, which may be allocated in various ways. 
Most countries use the concept of a "reasonable" amount or 
"fair" profit margin for royalties and other charges on 
intangible property. 

Industrial promotion and competition 

Promotion of local industry 

In the face of the growth and spread of highly effi- 
cient large corporations, several Governments have endeav- 
oured to assist domestic industries to increase their 
efficiency and competitiveness. To this end, they have 
established various institutions which provide incentives 



jdbyGoOglc 



and financial assistance to selected local companies. 

the Australian Industry Development Corporation, set 
up in 1975, provides some equity capital, loan funds and 
guarantees, and is empowered to form or participate in enter- 
prises. The Canadian Deve opuient Corporation has similar 
functions and powers. In France, the Institu^ de Mveloppe- 
Dent Industriel provides refinancing to French enterprises 
and assists in nergers. In the United Kingdom, the Industry 
Reorganization Corporation likewise assists and encourages 
nergers with a view to strengthening British industries. 

Restrictive business practices 

All the countries reviewed have enacted. legislation^ 
to promote competition and check abuses thereof within their 
national territory. ^ The main purpose of anti-trust laws 
is to ensure that if the power of an enterprise exceeds 
certain limits, mainly determined by its share of the 
narket. it does not utilize this dominant position .to the 
detrinent of the consumers' interest or the public interest. 

The relevance of anti-trust laws to transnational 
, enterprises lies in the fact that these enterprises are 
generally large and possess considerable market power, 
which they may enlarge further through mergers both within 
countries and across nationnl borders. The control of sucti 
mergers is in general the main objective of anti-trust 
legislation. 

The point at which anti-trust legislation becomes 
applicable differs to some extent from country to country. 
In the Federal Republic of Germany, for instance mergers 
resulting in a market share of 20 per cent or more in 
employment of 10,000 persons or more, and in a coid>ined 
turnover of the merging enterprises of over DM500 million, 
must be reported to the Federal Cartel Office. In the 
United Kingdom, under the Fair Trading Act of 1973, merger 
situations ctualifying for investigation exist if the value 
of assets taken over by a firm exceeds £5 million or if the 
merging enterprises control one quarter of the United 

2. In Italy a bill to this effect has been introduced in 
Parliament but not yet approved. 

3. Legislatian in the United States also includes compe- 
tition betueen firms located in the United States and 
finns whose production facilities are located abroad, 
e.g. a merger between a United States producer and 
an exporter to the United States. 
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Kingdom parket for the t)^*; of goods they produce. 

Some anti-trust laws focus on the prevention of mer- 
gers resulting in market do;3ination, while others are chiefly 
concerned with the prevention of abuses of market power. A 
few deal with both aspects. The Netherlands Econoraic Compe- 
tition law deals generally with p05itions of power and the 
cejulation of competition. The pieventlon of mergers which 
result in large-size firms holding a substantial share of 
the market is likewise the main object of the relevant laws 
of the Federal Republic of Germany and of the United King- 
dom. On the other hand, the Swiss Cartel and Competition 
Laws do not prohibit agreements between enterprises as such, 
but make any abuses resulting from such agreements subject 
to court action. Possible abuses include, for example the 
exclusion of third parties from agreements, the obstruction 
of competition through boycotts etc. The Belgian Anti-Trust 
Law also focuses on abuses, which are defined as the harm* 
ing of the public interest through distortion or restriction 
of competition. The law establishes procedures for deter 
mining the existence of abuses. Similarly, the regulations 
of the European Communites [articles 85 to 94 of the Treaty 
of Rome) are not directed against the establishment of 
market power, but at regulating the abusive conduct of 
business by enterprises with a monopolistic position. 

With the exception of the regulations of the Treaty 
of Rome and the anti-trust provisions of the European Coal 
and Steel Treaty,' anti-trust laws regulate business conduct 
within countries; jurisdiction over enterprises located 
outside a given country is generally not accepted. 

The issues of market position and competition as 
raised by the transnational corporations create a totally 
different set of legal probleas from those of enterprises 
within a national jurisdiction: the market position of a 
transnational corporation in its "home country may differ 
from that In one of the host countries in which its 
affiliates are located; intra-entcrprise arrangements, e.g. 
for pricing, ir.sy not fall under any nationa jurisdiction. 
What constitutes a monopoly or dominant position in the 

4. TTie 1952 ECSC Treaty contains provisions placing 

cartels and >t>onopolies in the coal and steel sector 
under strict cc.Ttrol of the institutions of the Commu- 
nity (article 4li, article 60, article 63, para. 1). 
The provisions arc directly binding and applicable 
in the nenber States. 
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world Biarket in economic terms may not correspond to its 
definition or interpretation in legal terms. 

B. MULTILATERAL INVESTMENT LIBERALIZATION 

Liberal ization among meabers of OECD 

The Capital Movements Code of OECO, issued in 1959, 
provides for the progressive abolition of restrictions on 
■ the movement .of_capital between member countries. By 197S, 
all but one of the member countries had acceded to the Code. 

Article I of the Code provides that members shall 
progressively abolish restrictions on the movement of capi- 
tal to the extent necessary for effective co-operation. 
According to appendix A, liberalization includes the elimi- 
nation of constraints on direct investment, purchase and 
sale of securities and financial services. 

The Code exenpts from these obligations, as a matter 
of principle, all operations which, in the opinion of a 
mender country, involve its interests in matters of public 
order or national security, and it imposes no obligations 
with respect to taxes, duties and other charges. 

The Code defines direct investment as "investment for 
the purpose of establishing lasting economic relations with 
an undertaking such as, in particular, investments which 
give the possibility of exercising an effective influence 
«n the management thereof". Three means of making such an 
investment are specifically mentioned: 

(1) The creation or extension of a wholly-owned enter- 
prise, subsidiary or branch, or the acquisition of 
full ownership of an existing enterprise; 

(2) Participation in a new or e>:i5ting enterprise; 

[5} A long-term loan (five years and longer] . 

As it is not specified that the investment must be made in 
the form of cash, it is assumed that the Code also liberal- 
izes investment in the form of equipment, intellectual pro- 
perty or any other contributions of a capital nature. 

TTie principal criterion by which'the Code distingui- 
shes direct investment from portfolio investment and fin- 
ancial loans is the possibility for the investor to exer- 
cise an effective influence on the management of the under- 
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t&king. 

Ilia liberalization obligations concerning direct 
invest3!ent are limited by two provisos They do not apply: 
(a) to purely financial operations designed only to gain 
indirect access for the investor to the money or financial 
joarlcet of another country, or (bj to investments which would 
have an exceptionally detrimental effect on the interests 
of the nesdier country concerned, 

HBuber countries which feel that they are either tem- 
porarily or more permanently unable to comply with their 
liberalization obligations can obtain a dispensation from 
them by lodging a reservation at the time at which they 
assume such obligations, or by invoicing a darogation clause 
any time thereafter (article 7(a) and (b)]. 

Reservations are periodically subjected to critical 
•xaninttion by the OECD Connittee for Invisible Trans- 
actions. Invocations of derogation clauses are also exam- 
ined by the Committee at intervals and must be withdrawn 
If the organization does not consider them Justified. 

Ihere is a wide range of economic, social and politi- 
cal considerations which may at various times be held by 
member countries to be relevant to an assOssncnt of their 
attitude towards restrictions upon, or incentives to, 
foreign d rect investment, as well as a wide range of 
policies which directly or indirectly affect the interna- 
tional movements of direct investment capital. 

As an extension of the rule that liberalization nay 
not interfere with public order and security, member coun- 
tries have the right to restrict foreign investment in cer- 
tain sectors which are subject to special internal regula- 
tions, such as public utilities, banks, etc. 

Twelve OECD member countries have lodged reservations 
oa the transnational aspects of inward direct investment. 
Their restrictions are potivated by general political and 
economic considerations (Australia Japan, New Zealand, 
Portugal, Spain the Uiited States), by the desire to pro- 
tect certain domestic resources (Austria, Denmark, Finland, 
}Jorway, Spain, Sweden], or by the wish to protect certain 
domestic industries from foreign competition (Ireland, 
Japan, Portugal] . The reservations have so far proved to 
be of a more or less permanent nature except in the case 
of Japan, where their scope has been gradually narrowad 
under a systematic liberali latioo programme. 
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Officii! incentives and disincentives other than fis- 
cal measures, are means of influencing investment decisions 
vhich are not covered by the Code as long as there is no 
formal prohibition or refusal to authorize an operation. 
Governmental actions of this kind concern the Code only to 
the extent that they may frustrate measures of liberaliza- 
tion. 

Free transfer of any liquidation proceeds of non-resi- 
dent direct investment is expressly provided for in the 
Capital 'Movenients Code, while its companion piece, the Code 
of Liberalization of Current Invisible Operations of OECD, 
provides for the free transfer of all income from capital. 

Liberalisation among negfcers of EC 

In its Title III, Chapter 4(3), the Treaty of Rome 
calls for the liberalization of capital movements and the 
removal of exchange control restrictions among meober coun- 
tries. However, no specific procedure and no time-table is 
envisaged in the Treaty. Article 67, paragraph 1 merely 
states that member States are to eliminate progressively 
all restrictions on capital movsE^ents inasmuch as this is 
required for the proper functioning of the Common Market. 

The Treaty does not contain any provisions regarding 
inward investnents from third countries. Foreign con^anies 
and firms formed in accordance with the law of a mender 
State and having their registered office, central admini- 
stration or principal place of business within the Community, 
are to be treated in tiie same way as nationa s of member 
States. Branches of third-couittry enterprises located 
within EC are regarded as having the nationality of their 
head office and are treated as independent companies 
They are, inter alia, free to reinvest their earnings 
within EC, in which case such investments are treated in 
the same way as intra-EC investments (article S8) . 

The Commission of EC has been concerned about the 
lack of harmonization of the egislation of member countries 
in respect of direct invistment notably by transnational 
corporations. In a -communication to the EC Council, it 
referred to "inad^^quate national fiscal, economic and mone- 
tary rules, the scope of which is too narrow to grasp the 
problems raised by the existence of numerous groups of 
companies legally separate and covered by different national 
laws".^ The Conunission notes specifically: (a] the Inade- 
S. "Multinational undertakings and community regulations" 

(Com. (73), 1930, Brussels, 7 November 1973), p. 2. 
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quae/ of bilateral tax treaties to tackle the problems raised 
by transnational enterprises; Cb) the insufficiency of avail- 
able data on the financial flows accompanying the enter- 
prises' operations; CcJ the need for harmonization of incen- 
tives for national and especially regional investment; (d) 
the need for the harmonization of labour laws; [e] the con- 
trol of mereers and oligopolistic situations through the 
enforcement of articles S5, 86 and 87 of the Treaty of Rome; 
(f) the regulation of takeovers; and Cs) ^'^^ improvement of 
infomation, especially on capital movements, research 
activities and job creation by transnational corporations. 

Senator Stevenson. Thank you, Mr. Liebman. 
Charles Levy is recognized next, appearing for the Emergency 
Committee for American Trade. 

STATEMENT OF CHARLES S. LEVY. VICE PRESIDENT. 
EMERGENCY COMMITTEE FOR AMERICAN TRADE 

Mr. Levy. Thank you, Mr. Chairman. I am Charles S. Levy, vice 
president of the Emergency Committee for American Trade. ECAT 
is an organization of 64 U.S. companies with extensive internation- 
al business operations. In 1978 worldwide sales of these companies 
totaled $400 billion and employed 5 million people. 

Because of the complexity and cost of developing an internation- 
al marketing structure, arranging for export financing and over- 
seas transportation, as well as understanding foreign laws, tens of 
thousands of U.S. businesses compete only in our vast domestic 
market. Our growing balance of trade deficit would be substantial- 
ly alleviated if these U.S. firms would take advantage of overseas 
market opportunities. 

S. 2379 and S. 864 provide the means for U.S. businesses to focus 
on export opportunities. S. 2379 would facilitate the formation of 
export trading compEinies. These compeinies would provide the 
export-related services which thousands of U.S. businesses, particu- 
larly small and medium-sized companies, need in order to realize 
their export potential. 

Section 5 of the bill, which provides for ownership of export 
trading companies by banks, bank holding companies, eind interna- 
tional banking corporations is eui important element of the pro- 
posed legislation. Banking organizations have two resources which 
are essential to establishing a viable export trading company. First, 
through their retail bfuiking operations, banking organizations are 
able to reach out to large numbers of small and medium-sized 
companies who may manufacture exportable products. Second, 
through their international branches find foreign correspondent 
banking relationships, banking organizations are in an excellent 
position to identify potential foreign markets and customers. 

S. 864, would contribute to the expansion of U.S. exports by 
enhancing the use of trade associations under the Webb-Pomerene 
Act. By removing ambiguous and confusing language and including 
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services within the Bcope of Webb-Pomerene trade associations, 
U.S. companies will be more disposed to enter into international 
cooperative ventures. As a result, these companies will be able to 
increase their competitiveness in world markets. 

While we wholeheartedly endorse the basic concepts embodied in 
both bills, we do offer the following specific comments. The Export 
Trading Company Act of 1980, or its accompanying legislative his- 
tory, should clarify the extent to which an export trading company 
has the authority to engage in the business of importing goods and 
services into the United States. 

BARTER TRANSACTIONS 

For example, the growing volume of International trade involves 
barter arrangements. Without clear authority to import into the 
United States, a U.S. export trading company could find itself at a 
distinct dlsadvantfige in participating in barter trfinsactions. 

While section 8(aX5) of the legislation, which defines an export 
trading compeiny, may be intended to include import authority, we 
suggest that in order to avoid future problems, the ambiguity with 
respect to import authority should be resolved in favor of permits 
ting export trading companies to import goods and services into the 
United States. 

Sections 6 and 7 of the Export Trading Company Act of 1980 are 
also important elements of the act. These provisions would increase 
the financial leverage of existing export trading companies and 
stimulate the formation of new export ventures by providing guar- 
antees and loans for operating expenses and initial investments in 
export-related facilities; and guarantees for export accounts receiv- 
able and inventories. 

However, if these two new progreims are to be utilized effectively, 
the standards by which the Export-Import Bank evaluates the need 
for guarantees or loans must be more clearly defined. As presently 
drafted, under both sections 6 and 7, the Export-Import Bank 
would be required to determine whether the assistance provided 
would facilitate the expansion of exports that would not otherwise 
have occurred. 

In addition, under section 6, the Bank would have to determine 
whether the export trading compEiny is unable to obtain sufticient 
financing on reasonable terms from other sources; and, under sec- 
tion 7, that guarantees are essential to enable the compeiny to 
obtain adequate credit to continue normal business operations. 

Without clarification, export trading companies may encounter 
difficulties in demonstrating their need for assistance. As a result, 
the Export-Import Bank may either be reluctant to use its new 
authority or, alternatively, the administrative burden on appli- 
cants would be so great that trade companies might not apply for 
either pn^am. 

From time to time. President Carter has highlighted the impor- 
tance of exports to the future health of the U.S. economy and 
announced his dedication to developing a coordinated national 
export policy. Unfortunately, to date little has been done by the 
executive branch. Indeed, ^ administration has taken a course 
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with respect to the Export-Import Bank which may result in the 
bank running out of funds by June 1. 

U.S, businesses are looking to the Congress to plajr a mfgor role 
in formulating a national export policy. The l^islation before this 
subcommittee is an important tirst step in developing such a 
polic;^- 

It is not clear how many export tntdins associations or export 
trading companies will be formed under the Export Trade Asaoci- 
ation Act of 1979 or the Export Trading Company Act of 1980. But 
it is clear that for tJioee companies that utilize either form of doing 
business, these two mechanisms will be important and inmiensely 
useful in enhancing their ability to compete in world markets. 

Thank you. 

[The complete statement follows.] 
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TESTIMONY OF HR. ROBERT L. HcNEILL, EXECUTIVE VICE CRAIRIUN, 

BMEROEHCY COHHITTEE TOR AUERICA.1 TRADE, BEFORE THE 

SDBCOHUITTEE OH INTEKHATIONAL FINANCE, SENATE COUUITTEE ON 

BANKING, BOUSING AND URBAN AFFAIRS 

OB S.337S, THE EXPORT TRADING COLPANV ACT OF 19S0 

MD S.884, THE EXPORT TRADE ASSOCIATION ACT OF 1979 



I Ml Robert L. HcHeill, Executive Vice Ch»irnMin of 
the EmerBency Comnittee for Amerlon Trade (ECAT). ECAT 
Is an organization of 64 U. S. ccxnpanles with extensive 
International business operations. A list of these companies 
Is attached to this statanent. In 1978, worldwide sales 
bF these companies totalled t400 billion and they employed 
5 million people. 

Because ECAT member companies are among the largest 
U.S. exporters, they a.re veil acquainted with the ditticultles 
Involved in establishing a viable export operation. ECAT 
nenbers are also very much avare of tbe Importance of exports 
to our national economic security. 

Because of the complexity and cost ot developing an 
international marketing structure, arranging for export 
financing and overseas transportation, and understanding 
foreign laws, tens of thousands of U.S. businesses compete 
only in our vast domestic market. Our substantial balance 

United States firms would take advantage of overseas market 
opportunities. 5.Z379 and S.864 provide the means for U.S. 
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ECAT, therefore, supports S.2379, tbe Export Tr&dlag 
CoDpsny Act of 1980, Bad S.S64, the Export Trade Association 
Act ot I9T9, because both IsElslatlve Initiatives provide 

8.2379 Bould facilitate the foroatlon of export trading 
conpanles. These connianles would provide tbe export -related 
services which thousands ot U.S. businesses, particularly 

small and medium sized companies, need in order to realize 
tbeir export potential. 

Section 5, which provides for ownership ot export trBding 
companies by banks, bank holding companies, and international 
banking corporations, is an important element of the proposed 
Act. Danking organizations have two resources which are 
essential to eBtabliahing a viable export trading company. 
First, through their retail banking operations, banking 
organizations are able to reach out to large numbers ot 
small and medium sized companies who may manufacture exportable 
products. Second, through their International branches 
and foreign correspondent banking relationships, banking 
organizationa are in an excellent position to identify potential 
foreign markets and customers. 

by enhancing the use of trade associations under tbe lebb- 
Pomerene Act. By removing ambiguous and confusing language 
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trade associations, U.S. conpanies will be more disposed 

to enter into International cooperative ventures. As a 

result, these companies will be able to increase their competi- 
tiveness in world titarketE. 



embodied In S.S37g and S.B64. we do offer the following 

1. The Export Trading Company Act of IQBO, or its 
accompanying legislative history, should clarify the extent 
to which an export trading company has the authority to 

the United States. For example, a growing volume of Inter- 
national trade now involves barter amngements. Without 
clear authority to import Into the United States, a U.S. 
export trading company could find itself at a distinct dis- 
advantage In participating in barter transactions. 

Section 3.fa)(5) of the Act defines an "export trading company" 
to mean a company doing business under the laws of the United 
States and "which is organized and operated principally 
for the purpose of: (1) exporting goods and services produced 
In the United States; and (2) facilitating the exportation 
of goods and services produced in the United States by unaffiliated 
persons by providing one or more export trade services." 
While Section 5 may be intended to Include import authority. 
we suggest that in order to avoid potential future problems 
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the unbigulty wltb respect to import authorlti; should be 
resolved in favor of peraittlng export trading conpsnias 
to import goods and services Into the United States. 

2. Sections 6 and 7 of the Export Trading Company 
Act of 1S80 are important elements of the Act. These provision 
would increase the financial leverage of existing export 
trading companies and stimulBte the formation of nev export 
ventures by providing (1) guarantees and loans for operating 
expenses and initial investments in export related facilities, 
and (2) guarantees for export accounts receivable and inventori 
However, if these two new programs are to be utilized effective 
the standards by which the Export-Import Bank evaluates 
the need for guarantees or loans must be more clearly defined. 

As presently drafted, under both Sections 6 and 7 the 
Bank would be required to determine whether the assistance 
provided would facilitate the expansion of exports that 
would not otherwise have occurred. In addition, under Section 
8 the Bank would have to determine irtiether the export trading 
company is unable to obtain sufficient financing on reasonable 
terms from other sources and under Section 7 that guarantees 
are essential to enable the company to obtain adequate credit 

Without clarification, export trading companies may 
enoounter difficulties In demonstrating their need for asaiatan 
from the Bank. As a result, the Bank may either be reluctant 
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to use Its new authority, or alternatively the ■.dmlnlstratlve 
burden on applicants would be so grent that export trading 
companies would not apply for the loans or guaraatees. 

from tine to tine. President Cartsr has hlKhllghted 
the Importance of exports to the futurs health of the 11.8. 
economy and announced his dedication to developing a coordlnat 
national export policy. To date, little has boon done by 
the Executive Branch. Indeed, the Administration has taken 
a course with respect to the Export-Import Bank which may 
result In the Bank running out of funds by June 1. 

U.S. business iB looking to the Congress to play a 
major role In formulating a national export policy. The 
legislation before this Subconolttee is an important first 
step In developing such a policy. 

It is not clear bow many export trading associations 
or export trading companies will be tomsd under the Export 
Trade Association Act of 1979, or the Export Trading Company 
Act of 1980. But It Is clear that for those companies which 
utilize either form of doing business, these two nschanisms 
will be important and Inneosely useful in enhancing their 
compel It 1 von OSS In wo 
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Senator Stevenson. Thank you, sir. And now, we're happy to 
welcome back to Congress our old friend, Mr. Rees. 

STATEMENT OF THOMAS M. REES, ESQ., REPRESENTING THE 
TASK FORCE ON INTERNATIONAL TRADE. WHITE HOUSE 
CONFERENCE ON SMALL BUSINESS 

Mr. Rees. Thank you, Mr. Chairman. I certainly appreciate being 
here, and I wish to thank the subcommittee members for the 
tremendous effort you've made in designing this legislation. I am 
here in a pro bono capacity. I v/as appointed by President Carter to 
head up the Task Force on Snuul Business and International 
Trade. 

This task force was one of eight or nine task forces that consti- 
tuted the White House Small Business Conference, which was held 
this past January. We had a very good task force. We had two 
good, hardworking members from Chicago and a good, hard work- 
ing member from the Massachusetts Port Authority aa well as six 
otJiers. Everyone on the task force was a professional. Most of them 
were export brokers, agents. We had one banker from the Pac^c 
coast. All task force members had been in the field for at least 10 
or 15 years. 

It was a panel that was composed of sophisticated individuEds 
who knew what they were talking about. We dealt with all of the 
problems one encounters in developing an export trade. 

The first set of problems is really tied up with the Federal 
Government and all of the disincentives there are in a trade deal. 
The other problems involved what we would like to do to change 
this, Most of us felt that we should try to put our emphasis on the 
private sector, because we didn't think our public sector efforts had 
been very effective. Frankly, really I don t think that the trade 
reorganizations we have been going through are going to increase 
our exports. 

layer cake agency 

I don't think you increase exports by creating four or five new 
Assistant Secretaries of Commerce. It's just not done. If you have 
to reconstruct a department, you do it from the bottom up. You 
just don't layer the cake from the top down. Eveiy "layer cake" 
agency we have is a disaster, such as HEW and HUD. 

What we really wanted to emphasize was the export trading 
company. All individuals on our task force felt that they could do 
far more business if they had the means to do it, if they could have 
more leverage on their capital, instead of having the bankers say 
no because wiey were 1(^ to 1 in terms of their debt-to-equity ratio. 
They'd like to go up to 10, 15, or 20 to 1. They'd like some way of 
turning around their paper so that they could increase their 
volume of exports. 

Slow money doesn't work. I used to be an exporter, before I ran 
for ofHce, and I exported farm machinery into Mexico. I was a good 
salesman down there. I spoke the leinguEige, I liked farming, I knew 
the equipment. The biggest problem was financing, because I either 
had to finance on a letter of credit or a s^ht draft. I'd go down and 
I'd sell a tractor; I'd go back; I'd arrange my finfince terms. All of 
my money would be tied up in one letter of credit or one sight 
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draft. I wouldn't get my money until that was paid for at the 
border, which was sometimes 3 or 4 weeks. 

As a small operator, I found that my entire capital was tied up 
with one transaction for 3 or 4 weeks. Maybe, if I'd had some way 
to discount the paper, or if I had had better lending from, for 
example, an Eximbank that was located in Los Angelee and not 
Washii^ton, D.C., I could have increased my volume perhaps five 
or six times. 

If you look at the major export trading companies throughout 
the world, you'll find that what they have is the ability to sell their 
paper, the ability to make their capitftl work to the maximum in 
an export transaction. With your Isolation, you've come closer to 
that than any legislation I have ever seen on the subject. 

CREATE A BUNCH OF ZAIBATSU8 

However, I would suspect that the Department of Justice, is 
looking at this l^pslation and saying, "Oh, my goodness. Here is 
this committee. They're going to create a bunch of Zaibataus that 
will completely dominate the American economy." Well, Justice 
does this. Justice is one of the greatest deterrents to export trade of 
all the departments in the Federal system. Commerce really 
doesn't have much to do with it. It's just a big bureaucracy. 

Justice is all-encompassing. It's one of the godfathers in the 
Federal Government, Justice and the 0MB. It is very frustrating. 
For example, it takes 2 or 3 years to deal with tiie rules and 
r^ulations of the Foreign Corrupt Practices Act. A guy doesn't 
know if he's goii^ to go to jail when he tries to move something off 
a dock in Lagos, Nigeria or not. Then, you have a department that 
has always opposed any change in the Webb-Pomerene Act, even 
thoujgh it doesn't have jurisdiction— the Federal Trade Commission 
has jurisdiction. 

Justice will probably look at this and say, "This is a terrible 
attempt by certain people to completely dominate export trade." 
Well, nothing irom nothing is nothing. If you don't have trfuje 
companies, except in commodities like Contee, or minerals, like 
Engelhart, if you really don't have trading companies and you'd 
like to get them going, there's no use killing them before they get 
going, just because Justice is iifraid that we're going to bring in 
some Samurai warriors to completely dominate the Americfin econ- 
omy with huge trading companies. 

It's simply not true. The Japanese did not invent trading compa- 
nies. Trading companies have been with us for thousands of years. 
The trading company that I loved when I was in Los Angeles was 
the East Asiatic Co., which was a veiy large Danish concern. It was 
practically the Danish Government in e^e during World War II. 
It was beautiful to watch. 

Those transactions were great. They'd turn something around six 
times before the money would finally go back to Copenhagen. They 
were bom traders, with em instinct. We really don't have that in 
the United States. I think that the structure that's on line in your 
bill could provide that I also think it is very important that we ask 
Justice what its view is right now. 



It's always terrible. You know, you work a bill through two 
Houses and get it to the President's desk, and they all come run- 
ning in, waving their arms, saying, "You have to veto this bill." 

I really think that we have to clear the track now so that they 
don't come in at the last minute and say the bill is unworkable. 
The key to your bill, and I think you realize that, is the fklge Act, 
and the International Banking Act, which this committee approved 
last year. I think it was very effective in section 3, which gave 
strong legislative intent as to what the function of Edge Act waa in 
the export policy of the United States. The present legislation 
before you builds upon that very solid foundation. 

I don't see any problem with a bank having an interest in an 
export trading company. I would suspect that a bank would not 
want to completely dominate it, because the bank would then limit 
its customer base. I also think banks would fear suits by people 
who aren't part of the group and want to be part of the group and 
who contend that the bank isn't loaning to their group. 

Otherwise, I really think the bank would prefer to have a minor- 
ity position. However, a bank is really the only logical base, be- 
cause most of the m^or money market banks, the reserve city 
banks, have offices in all parts of the world. This is essential, 
because 80 percent of an export transaction is the financing pack- 
age. That's the gut of it. 

If you have a bank in Tokyo, in Cairo and in Singapore, another 
in London and another in Frankfurt— this is the bEisis of an export 
trading company. This means that an exporter has offices all 
throughout, or offices that he can use, all throughout the world. 

When I was an exporter, I exported farm machinery to two 
States in Mexico, Sonora and Sinedoa. I couldn't have handled any 
more, because I was a small operation. I had one person in Mexico, 
a secretary in California and myself. If I had had the ability to use 
the framework of banking ofClces throughout Latin America, I 
suspect that I could have increased my business by leaps and 
bounds. 

It is very difTicult to get the economy of scale you need, under 
the present thinking in the United States, in terms of an export 
trading company. By tying it in with the Edge Act, you get that 
economy of scale. 

TRAINING IN FOREION TRADE 

There is one problem, though, in that we're not natural foreign 
traders, except in major commodities such as wheat or metals. It 
would probably be necessary to send our people to some speciEtlized 
schools abroad, or, perhaps hire some European or Japanese trad- 
ers in order to set up our operation. Most of our trading companies 
tend to be nickel and dime operations. 

I would say a good export trading company has about 310 million 
gross a year. That isn't very much. It ought to be $100 million. 

There is a great need to find trained personnel in this field. I 
don't know a school that I consider has a sufficient prc^^m to 
train people for export trade. If you go to Europe, if you go to Aaia, 
there are schools all over. You do need that. 



237 

Now, let me just comment on the bill. This bill, I hope, will be 
approved by the Senate. When it comes to the House, it s going to 
have to be split up, because of the problem of concurrent jurisdic- 
tion. This is a problem wherein one committee can pass a bill and 
then the other committee to which it's referred sits on it for 
months. 

With this problem in mind, knowing that if you touch DISC, 
Webb-Pomerene, subchapter S corporations or EVlge Act, you're 
going to have to go to several committees, you might be thinking of 
expanding some of those areas. Let me start off with the DISC 
corporation. 

A DISC corporation, of course, will defer the income from export 
receipts. The problem is that the IRS really doesn't like DISC 
corporations. No administration has liked DISC corporations. As a 
result, the rules and regulations on DISC's are almost incompre- 
hensible. You find a lot of small businessmen — and we used the 
definition of anything less than $100 million in sales, so we used a 
pretty large definition for small business — anything less than the 
Fortune 1000 — don't set up a DISC because it's too great a problem. 
There is some legislation over in the Ways and Means Committee, 
H.R. 1600, that increases the small business exemption from 
$100,000 to $1 million. 

You might consider this: There's another problem of qualified 
export receipts. There needs to be a broadening of the definition. It 
says "engineering," but it doesn't say "project engineering." There 
are a lot of parts of a major project where those receipts might not 
be under a DISC even though it represents foreign income. 

That needs to be broadened. Now it's so narrowed down by the 
IRS in their rules and regulations that there's a deemed distribu- 
tion where 95 percent of the funds have to be from export receipts. 
If you are 1 percent under, you have to pay taxes on everything up 
to the formation of the DISC. 

Frankly, that is a terrible penalty. Perhaps the penalty should be 
just in tarms of 1 year's receipts. DISC really needs to be simpli- 
fied. If it isn't simplified, a smaller businessman is not going to use 
it. His l^al fees would be astronomical. 

There might be a chance on Webb-Pomerene. I know there are 
several Webb-Pomerene pieces of legislation before the Senate. I 
think Senator Danforth has one of the bills. That might be tied 
into your bill, because it would expand the concept of Webb-Pomer- 
ene. Webb-Pomerene was passed around 1923. Since then a lot of 
things have happened in international business. 

The definition of what an export is also needs to be expanded, for 
example, to take in construction companies. We have mfyor con- 
struction companies in this country that do billions of dollars 
worth of business overseas under the subchapter S. 

My friend, John Leibman, pointed out that there's a restriction 
under section 1371. The stockholders have to be U.S. citizens. You 
might reconsider that. I could conceive of an export trading com- 
pany where 10 percent might be owned by a foreign trading compa- 
ny. You might want that. We need all the education we can get 
from other countries. 

I want to congratulate you, Senator Stevenson, for your great 
fight on the budget of the Bximbank. I think the Eximbank budget 
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should be taken out of the Federal budget. It used to be out of the 
Federal budget, and now it's in the Federal budget. 

EXIMBANK MAKES GUARANTEES 

The Eximbank loans money and it makes guarantees. The Exim- 
bank probably has a better track record than any commerical bank 
you'll find in this country, in terms of making solid loans. It gets 
its money back. It turns money back to the Federal Government. 
It's not like making an expenditure that never comes back. The 
administration is dragging its feet and saying, "we will not have 
Emy new increase in the lending power of the Eximbank." 

I have one client with a project in the PRO who's going to be 
purchasing $700 million worth of goods. These goods cannot be 
financed by the Eximbank because there isn't a nickel under the 
present funding program that would allow for any exports to the 
PRC. Do you know what that company is going to have to do? It's 
going to have to go overseas and buy heavy mining equipment, 
which we make so well in this country, because it can get 8-percent 
terms, which the Chinese insist on, in Canada, Japan, and the 
United Kingdom. 

We need to do something to get away from this Alice in Wonder- 
land scenario. If the administration is for export, it has to be 
committed to export, and it's not just giving people "E" flags. It's 
making a deep commitment for export finfmcing, for export trading 
companies, to deal with the Webb-Pomerene, to deal with DISC and 
to deal with other problems that the ordinary exporter faces. 

I want to thank you very much for having me here. And again, I 
want to thank the committee for coming up with an excellent bill. 
If we're ever to get medium- and small-sized business into the 
export stream, the way to do it is through an American export 
trading company. 

Senator Stevenson. Thank you, sir. And Ms. Schueler? 

STATEMENT OF RUTH SCHUELER, PRESIDENT, SCHUELER & 
CO.. WILLISTON PARK, N.Y.. REPRESENTING PRESIDENTS 
EXPORT COUNaL, SUBCOMMITTEE ON EXPORT PROMOTION 

Ms. Schueler. Mr. Cheiirman, I am Ruth Schueler, president of 
Schueler & Co., a privately owned company located in WUliston 
Park, N.Y. Schueler & Co., Inc., is a small business enterprise and 
is engaged in developing overseas markets for U.S. products, with 
affiliated branch offices and agents throughout the world. And we 
have done so since 1908, for 72 ye.ars. 

We take complete responsibility and pay the manufacturer 
within his term, find take care of all financial responsibilities, 
regardless of what terms we extend to our customers, such as open 
accounts and letters of credit. We also market, we travel, we adver- 
tise, and we participate in trade exhibita, we take care of the 
documentation, shipping, and of course we have multilingual ca- 
pacity. We were also awarded the E Award, incidentally. 

I am a member of the President's Export Council and of its 
Subcommittee on Export Promotion. I appear today on behalf of 
the subcommittee. 



The Council was reestablished by the President on May 4, 1979, 
primarily to advise the President on policies and programs to in- 
crease U.S. exports and to contribute to the development of an 
increased national export consciousness. 

The studying and analytical work of the Council is carried on 
IfLrgely in subcommittees, and the subject of today's hearing, trad- 
ing companies, is being considered in our Subcomittee on Export 
Promotion. 

I want to make clear that the Council itself has not yet taken a 
position on the general subject of legislation to facilitate trading 
companies, or in particular on S. 2379, which you. Senator Steven- 
son, introduced on March 4. But the Council, at its meeting on 
March 3, did authorize the Subcommittee on Export Promotion to 
appear and to indicate how our thinking was developing on the 
subject of trading companies in relation to export expansion. That 
is why I am here today. 

My testimony will be brief. I know that other witnesses will 
present specific comments on S. 2379 that will cover drafting points 
and the substance of detailed provisions. I will confine myself to 
what appear to us on the subcommittee to be the basic overall 
considerations. 

First, the matter of perspective. We are not trying, through 
legislation, to invent or establish trading companies. We have had 
trading companies in this country from the very beginning. Nobody 
knows how many currently exist or the vjirious roles they play, but 
many exist, large and small, of all kinds, and recently some of our 
leirgest multinational corporations have established trading compa- 
nies or divisions within their corporations that for all practical 
purposes are like separate trading companies, in order to deal more 
effectively with special trading problems such eis the need to be 
able to engage profitably in counter trade and barter-type 
transactions. 

GOVERNMENT ASSISTANCE 

The point of legislation, therefore, as I understand it, is to pro- 
vide governmental assistance to trading companies that will en- 
courage the formation of more of them and make all of them better 
able to export U.S. goods find services, especially those of small and 
medium sized U.S. firms. 

The Department of Commerce estimates that there are between 
200,000 to 300,000 manufacturing firms in the United States, that 
of these, less than 10 percent, or roughly 20,000 to 30,000, export. 
But between 1,000 to 2,000 of these exporting firms account for the 
bulk of our exports emd at letist 20,000 firms that do not now 
export at aill could become exporters. 

These figures summarize the pn^lem at which the trading com- 
pany concept has dealt with in S. 2379 is directed. 

Second, S. 2379 represents an approach to the subject that the 
subcommittee believes will be effective; namely, redtape should be 
minimized. A licensing procedure does not appear necessary. We 
approve deletion of the licensing provisions that were in the origi- 
nal S. 1663. We approve deletion of the restrictions on ownership 
and on relationships with manufacturing activities. We approve 
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the provisions enabling banks to have equity interests in trading 
companies. 

We believe that providing ilnancial assistance through Export 
Import Bank loans and guarantees for startup costs and to carry 
inventory and accounts receivable will be very helpful. But we 
respectfully suggest that the present S. 2379 provisions be reviewed 
in the light of what appear to be excessive restrictions as to eligi- 
bility to receive aid and very inadequate ceilings on the amounts of 
aid that would be available. 

The subcommittee may want to consider the point further, but 
thus far we have reservations about the S. 2379 provision on trad- 
ing compeuiy type activities by States and local governments. We 
have not yet really explored in depth the tax and eintitrust aspects 
of S. 2379, but the current approach appears positive. 

We commend whatever the legislation can do to encourage the 
Government to encourage and assist the formation of trading com- 
panies and to help them to increase U.S. exports. In general, we 
also caution that the import side of the equation has to be realisti- 
cally taken into account. We will never have the kind of trading 
companies we want if they will be hampered or restricted as to 
their dealings with imiwrts. 

Finally, on behailf of the subcommittee, I want to commend Sena- 
tor Stevenson and all the others in and out of Government and 
Congress who have been working so hard to make the trading 
company concept a more effective instrument for increasing U.S. 
exports. Even though U.S. exports of manufactured goods increased 
in 1979 to $116.6 billion, which is up 23 percent over 1978, we still 
had a $25 billion merchandise trade deficit in 1979, on the FAS 
method of keeping figures, and 1980 is expected to result in an 
even greater deficit, mainly because of rising oil costs. 

So every signiilcant available measure to increase exports is 
vital. The subcommittee, therefore, strongly welcomes favorable 
consideration of l^islation along the lines of S. 2379, hopefully 
with improvements in the areas I have referred to. 

Thank you, Mr. Chairman, and Senator Tsongas, for allowing me 
to present the present thinking of the President's Export Council's 
Subcommittee on Export Promotion. 

[Complete statement of Ms. Schueler follows:] 
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THE EXPORT TRADING COMPANY ACT OF 1980 

before the 

HfTtRHATION* FINABCE SUBCOWITTEE 

for the 

SUBCOrWlTTEE OH EXPORT PROMOTION 

of tlie 

PRESIDENT'S EXPORT COUNCIL 



I m Ruth Schueler, President of Schueler t Conp^ny) Inc., located 1n 
umiston Pirk, New York. 

I am aUo a nenber of the President's Export Council and of its 
Subeoaiilttee on Export Pronotlon. 

I appear today on behalf of the Sub conn It tee. 

The Council was reestablished by the President on Kay 4, »79 primarily to 
advlM the President on policies and programs to Increase U.S. exports and to 
contribute to the development of an Increased national export consciousness. 
The studying and analytical mrli of the Council is carried on largely In 
sub conn It tees and the subject of today's hearing - trading companies - Is 
being considered 1n our Subcomilttee on Export Pronotlon. 



I want to make dear that the Council It: 
on the genera) subject of legislation to facllltal 
particular, on S.2379, which Senator Stevenson ii 
Council at Its neetlng on March 3 did authorize ' 
Promotion to appear and to indicate how our thini 
MbJKt of trading eompmles In relation to export 



. not yet taken a position 
trading companies or, In 

Toduced on March 4. But the 
Subconnittee on Export 

ing was developing on the 
expansion. That Is iitiy I 
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Hy testlwjny will be brief, I know t^^t other witnesses nHl present 
specific coMents on S.2379 that n111 cover drifting points tnd the substance 
of *t»tled provtslflTS. I Kill eanflne Byself to what appear to us on the 
Subconalttee to be the basic overall considerations. 

First, the wlter of perspective. We are not trying, through legislation, 
to Invent or establish trading companies. He have had trading conpanles In 
this country from the very beginning. Nobody knows how nany currently exist 
or the various roles they play. But laany exist, large and saall, of all kinds. 

And recently SOM of our largest Multinational corporations have 
established trading conpanles - or divisions within the corporations that for 
all practical purposes ar« like separate trading conpanles - in order to deal 
■ore effectively with special trading probleiK, such as the need to be able to 
engage profitably In countertrade and barter-type transactions. 

The point of legislation, therefore, as 1 understand It, Is to provide 
Govemnental assistance to trading conpanles that will encourage the formation 
of nore of the> and aake all of then better able to export U.S. goods and 
services, especially those of snall-and nedlun-slzed U.S. finns. 

The Deparlaent of Comnerce estimates that there are between KO.OOO and 
300,000 manufacturing firms in the United Stites; that, of these, less than 
10* - or roughly 30,000 to 30,000 - export. But between 1,000 to 2,000 of 
these eitporting firms account for the bulk of our exporli. And at least 
20,000 firms that do not now export at all could become exporters. 
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These figures simarlze the problem at tA1ch the tradtng conpeny concept - 
s dealt with 1n S.2379 - <5 directed. 

Second, S.2379 represents m wproach to the subject that the Subcomlttee 
elieves will be effective; namely, 

• Red tape should be mlniniied. A licensing procedure does not «ppe«r 
necessary. Ue approve deletion of the licensing provisfcns that acre In 
the original S.1663, 

• Ue approve deletion of the restrictions on oanership and on 
relationships with manufacturing activities. 

• Ue approve the provisions enabling banVs to have equity interests in 
trading conpanles. 

I He believe that providing financial assistance through Export-lqiort 
Ban): loans and guarantees for *start-iv* costs and to carry inventory 
and accounts receivable nITI be very helpful. 
But m respectfully suggest that the present S.2379 provisions be 
reviewed in the light of tihat appear to be excessive restrictions as to 
eligibility to receive aid and very Inadequate ceilings on the anunts 
of aid that will be available. 

• The Eubcomittee may want to consider the point further, but, thus far, 
■e have reservations about the S.Z379 provision on tradlng-conpeny-type 
activities by States and local gr>vemi*ents. 
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■ We have not ai yet rei11y explored 1n depth the tax and antttniit 
atpectt of S.S379, but the current approach appear* poiltfvc. 

i We connend trtiatever the 1eg1t1at1an can do to encourage the eovemnent 
to encourage and asilit the formation of trading convanle* and to help 
them to Increase U.S. exportl. 

In general, we alio caution that tlie import aide of the equation has to be 
r«aMft1e»11y tatm into account. He will never iiave the liind of trading 
companies m want If they nIU be haavered or rettrlcted at to tiMir deaHngi 
with Import*. 

FinaUy, on behalf of the Subconnlttee, I oant to cwwe n d Senator 
Stevenion and all the others. In and out of Sovertnent and Congresi, «ho have 
bttn working »o hard to mtkt the trading company concept a more effective 
fnitrument for inereaiing U.S. exports. 

Even though U.S. exports of manufactured goods increased in 1979 to 
tllS.S b(11ian, « 23* over 1978, we itiH had a $25 bdlien aierchandlie trade 
deficit In 1979 (on the F.A.S. method of keeping figures]. And 1980 is 
expected to result in an even greater deficit, mainly bteaus* Of rising oil 
prices. 

So every significant available measure to Increase exports is vital. The 
Subconnlttee therefore strongly welcoms favorable consideration of 
legislation along the lines of S.2379, hopefully with 1 
ireM I have rtferrid to. 
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Senator Stevenson. Thank you, Ms. Schueler, and I thank you 
for some most helpful comments. We will certainly consider them 
in the markup of this legislation. 

The DISC and subchapter S provisions were put in partly as a 
means of getting around GATT and in the MTA codes. I think 
without them, we could probably have devised more effective 
means of providing the tax incentive. But we have to provide them 
in a way that doesn't violate the codes. And maybe, as Mr. Rees 
has suggested, we could do more in that framework. 

Let me ask all of you how you feel about Mr. Liebman's sugges- 
tion with respect to foreign participation in trading companies? 

RECIPROCITY PARTICIPATION 

I don't think you heard this, Mr. Rees. Mr. Liebman suggested 
that fore^ participation be limited on a reciprocity basis; uiat is 
to say, foreign interests could not participate in trading companies 
unless their own countries permitted U.S. participation on a simi- 
lar basis. 

How do you feel about that proposal? Any suggestions? 

Mr. Rees. There's always the problem of running into the reci- 
procity section. When the International Banking Act was being 
considered, there was some original language in one of the early 
drafts that talked about reciprocity. It is difficult, I think, for 
public policy purposes. Someone might say that you're putting 
them under the gun. You might have a situation where you want 
to have foreign participation. Should you be penalized because that 
other country doesn't have reciprocity? 

There could be one way of doing it — by limiting foreign participa- 
tion to, for example, 10 percent. This is done in bemking. There's 
always a percentage level. The levels are scattered all through the 
code. 

It might be best to look at it that way. There are a lot of benefits 
in an export trading company, and I basically feel the benefits 
should accrue to U.S. citizens. 

But as I mentioned before, there is a huge gap of knowledge in 
this country on the subtleties and the sophistication of that field. It 
might be good to have some foreign participation, but I don't think 
that it should be dominant. 

Senator Stevenson. Mr. Hester also mentioned the difficulty of 
putting together the personnel in the United States for exporting. 

How do you feel about Mr. Liebman's suggestion, Mr. Hester? 

Mr. Rees. One thing we talked about was a jobs credit for export- 
ers so that if you're a smaller exporter and you bring someone in 
that is considered an expert and is working m the field, that that 
would be a jobs credit. 

There is precedent in the code for that. 

INTERNSHIP OR STEWARDSHIP 

Mr. Hester. I like his idea of an internship or stewardship with 
some of these foreign trading companies with new personnel. 

I think that that s a quick way to get to it. 

I just read recently in the Wall Street Joumeil, I believe, that in 
your own State, J. D. Marshall of Chicago was bought into or 

r;,-,...dl..;L.tH")t^lC 



246 

bought up by a British company. And for that reason, bu3dng in or 
wanting an Americfin trading company, one that's weU established, 
seem to be the trend. I think that Marshall is probably one of the 
bigger ones. But we've had inquiries in our company, as small as 
we are, by Dutch companies, and I think you're going to see more, 
by the Germans and others. 

You know, you can't turn away good capital, but, of course, they 
want control. And the biggest problem we have, I think, by relin- 
quishing the control or selling out too early, I think that we're 
going to And that we're killing off the American nucleus that we 
have here and giving it all away before we're able to realize our 
own potential. 

And I hate to see that. 

Senator Stevenson. But where do you get the traders? 

Mr. Hester. Well, I think you've got some very good schools 

Sroducing people just for this job — the University of South Caro- 
na School of International Business and the University of South- 
em California, and others. 1 have many people calling my ofdce 
wanting jobs which I can't give them. 

Senator Stevenson. It takes more than school to learn how to be 
a trader. 

Mr. Hester. It takes the school of hard knocks to learn how to be 
a trader. 

Senator Stevenson. Mr. Rees, you just said that the schoote 
weren't training traders. Aren't they up to the same standards? 

In fact, you made a reference to Southern California. 

Mr. Rees. It's an academic course. It's like going to law school 
and then expecting to go out and try a multimillion-dollar case. 

It just doesn't work. 

^rain, it's kind of a philosophy of life. It's something that some- 
one has been in all his life. 

If you go to Engelhart Industries, which is a fascinating compa- 
ny, and you go to that area and you watch those people trade, it 
really is something else. 

This is what we need. When I started in the export business, I 
wanted to get into foreign trade. I went around to the export 
houses. They pay you $20 a week £md think they're helping you, 
you know. You kind of sat on a three-legged stool with armbands 
and green eye shades filling out bills of lading. 

If you did that for 10 years and did well, they might raiae you to 
$25 a week. That was kind of it. 

I said, the heck with it. I'm going to start my own company. 

I went down to Mexico and sold about $8,000 worth of machin- 
ery, big Caterpillar tractors, a land leveler. Then I had to come 
back and figure out how to get it financed and how to get it across 
the border. 

I hired an export broker. I watched everything he did. I mean, if 
he scratched his ears between the bill of lading and the sight 
draft — I Eilways scratched my ear. ILaughter.] 

Once I got through the first trfmsaction, which was very com- 
plex, I was able to do everything myself. 

But, of course, there weren't any complex licensing procedures 
and I had no problem in financing because all I could get was a 
letter of credit and the sight draft. 
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Today it's far more complex. You need a lot of trading. If your 
bill passes and I was to form a trading company today, and I'd say, 
this is a good deal. I'm tired of practing law on Connecticut 
Avenue. I want to get back in the business. Then I'd go to Europe 
and hire someone. 

FOREIGN INVESTORS IN U.S. TRADING COMPANIES 

Senator Stevenson. Mr. Liebman, what would be the effect of 
your proposal? Do the trading countries exclude U.S. citizens from 
participation in their trading companies? 

Mr. LiEBHAN. Let's talk about Bpecifics, Mr. Chairman. You 
have, for example, some of the countries which Mr. Hester men- 
tioned — the FederEil Republic of Germany, the Kingdom of the 
Netherlands, the United Kingdom. They don't pose any problems 
in the context of our suggestion. 

Canada [>oses a problem. Australia poses a problem. Japan, in 
practical effect, poses a problem because while you may have the 
right of establishment as a foreigner in Japtm in most industrietl 
sectors, you can't borrow money from their banks, and so forth and 
so on. 

There are a handful of countries that are involved, but they 
happen to be fairly important in terms of our trtide relations with 
them. 

I can say that I think there's an emotional level involved in the 
suggestion, as much as a policy level. But it's a very real factor 
that we have to contend with, representing as many exporters as 
we do who feel that they've been rather unfairly treated in some of 
these countries, who feel that there should be some give and take 
on a reciprocal basis. 

Senator Stevenson. If they were limited to minority interest 
would that keep them out? 

I don't want to keep them out. We need their know-how and 
their capital. 

Mr. Liebman. Let me put it more strongly, Mr. Chairman. If we 
were presented with the choice of this legislation the way it stands, 
or nothing at all — I meem, without question, we would embrace this 
l^islation and enthusiastically. 

We would hope, however, and we don't weuit to keep people out, 
but we do feel that there is an overriding policy objective to be 
achieved and that, if possible, that objective can be embraced 
within this bill so that at least we felt tiiat we've kept faith with 
our fellow taxpayers. 

Senator Stevenson. Any more reactions to the Liebman pro- 
posal? 

Mr. Levy? 

Mr. Levy. I think the Congress should react very carefully here. 
If the Congress restricts foreign participation in U.S. trading com- 
panies, these companies may be cut off from international market- 
ing expertise, capital, and, perhaps most important, from access to 
those mEU-kets which may presently discriminate against American 
companies. With a d^ree of foreign participation in a U.S. trading 
company, the U.S. trading company may be able to break into 
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markets which have been previously dominated by either local 
companies or other foreign countries. 

Finally, with respect to the issue of reciprocity, there is an 
assumption that we can look at the legal framework of another 
country and compare it to our legal framework and then decide 
whether or not the country is discriminating against us. Sometimes 
that's very difficult. 

Senator Stevenson. Mr. Fox? 

Mr. Fox. I would be opposed to Mr. Liebmim's suggestion. His 
proposal, on its face, seems reasonable that American firms be 
open to all foreign investors, not just those engaged in export 
company type activities, have equal access to foreign markets for 
establishment, as is the case in the United States. 

In principle, of course, that would be a desirable thing. There are 
a number of ways to attempt to achieve that. But the result is not 
forthcoming with the type of levereige that is present in this bill. 

There simply is not the possibility, in my opinion, in this legisla- 
tion to affect uie investment policies of France or Japan or Korea, 
or any other mcyor country. And it would seem to me that the 
results simply would be to ask that the 6th largest American 
exporter either divest itself of its ownership in the United States 
company, which would doubtless reduce the effectiveness of this 
marketing world-wide, or withdraw its operations. 

So I would urge that the subject of providing nondiscriminatory 
conditions under foreign law to companies wislung to invest abroad 
be considered on its merits elsewhere. 

A step in that direction is in the OECD code on investment. That 
is well established. We have bilateral treaties of friendship, com- 
merce, and navigation with a number of countries, including 
Japan. If the provisions of that treaty were enforced, I tiunk it 
would be much more effective with respect to Japan in facilitating 
American investment in that country than any other step. 

And I think that this bill is too important, quite frankly, to be 
encumbered by einy objectives that are desirable in themselves, but 
can better be achieved through other mechanisms. 

I would like to see it eliminated. 

Senator Stevenson. Well, I think you and the Chamber of Com- 
merce can have some work cut out if our experience with the Edge 
Act is any portent of what will happen. We will enact another law 
giving American business new opportunity to compete in the world, 
but everybody else will come and take advemtAge of it. That's 
what's happened to the Edge Act provisions, which we authored 
right here in this committee. 

JAPANESE TAKE ADVANTAGE OF EDGE ACT 

I think just about every company that has come in to take 
advantage of those provisions has been Japanese. I'm not sure 
there's been one American company come in yet to set up an Edge 
Act corporation to enhance its trade. 

I think that most of the people don't even think that they can do 
that. 

Mr. Hester. Riggs just notified me that they did last week in the 
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Senator Stevenson. Well, we paased the law Euid then the Japa- 
nese come and take advantage of it. Unless we wake up — we've got 
a little educating to do. It's not just the government; it's business. 
It's American industry. 

Yes. sir? 

Mr. Rees. There are two kinds of export trading companies. One 
is an ordinary export trading company. Anyone can have one. I 
could start one tomorrow. If I call it an export trading company, 
it's an export trading company. 

You also have an export trading company under this act. The act 
is not exclusive. It doesn't say that if you don't come under this 
act, you're not an export trading company. 

However, by coming under the act, you do get a lot of Govern- 
ment benefits. That should be the criterion. We don't prevent 
foreigners from coming in and owning an export trading compcmy. 
Nevertheless, if they want to own an export trading company that 
qualifies under your bill, then I think that you have a right to put 
in restrictions on ownership because you are giving beneHts, 
whether it be tax benefits or actual subsidies of Exlmbank financ- 
ing or whatever it might be. 

Senator Stevenson. I just don't see on the basis of past experi- 
ence much drive on the part of American business, as you yourself 
indicated. Even if they did, our traders go to colleges and high 
schools now. They don't even have a language. 

In fact, you don't even learn English. [Laughter.] 

Let alone Japanese or a European language. That troubles me, 
restricting foreign participation in these companies. 

And I hope that we can do something to provide more financial 
assistance for them. We've got some dilemmas there, too. 

The Eximbank is already under great pressure, as you've ac- 
knowledged. That's one reason why we just permit Exim guaran- 
tees, where available. And it should occur to you that while we 
didn't mention SBA and EDA, they are potential sources of Gov- 
ernment financing. 

Yes, sir? 

Mr. LiEBMAN. I have a comment on that, Mr. Chairman. One of 
the things that I kept myself busy doing yesterday before coming 
over here today was trying to find out why this new pre-export 
financing prc^am of SBA, so loudly announced on March 1, at 
least on the west coast, hasn't gotten even off homeplate. 

The banks, the participating banks, are not buying the program 
one bit. And it's a cruel hoax. 

Senator Stevenson. Why is that? 

Mr. LiEBMAN. They advance a number of reasons. 

Senator Stevenson. The banks? 

Mr. LiEBMAN. The banks complain about documentation, the fact 
that it's 75 percent cover insteeid of 90 percent cover, the low 
interest, relatively speaking, of course, spread available to them 
under this program. 

And after my conversations here in town, I'm not sure that the 
bfuiks on the west coast are all right. I'm not sure that there 
shouldn't be some perhaps smaller banks allowed to participate in 
the program that might be a little more aggressive, hut I think 
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that it's illustrative of the kind of hitches that we constantly 
encounter when we try to get these programs to work. 

And the exporters are the ones who suffer. 

Senator Stevenson. That why we put in Exim instead of SBA, 
because we know the history there. But maybe we can take a look 
at SBA and do something to make them supportive. 

Ms. Schueler? 

Ms. Schueler. Senator Stevenson, I would just like to briefly 
comment. On behalf of the subcommittee, we would have to study 
this reciprocity provision before we come to any conclusion. 

But on my own behalf, I think I failed to mention that we're a 
DISC corporation and a small business. I do think that we operate 
with one arm tied behind our backs. We do not have the advan- 
tages of our major industrialized trading partners — Japan, Ger- 
meuiy, and so on. 

And what we should attempt to do, in my humble view, is to give 
us those advantages because you have companies coming in from 
Japan, from Germany, from EnglEUid, from France, who are taking 
over what we as Americans are not doing. 

And they have the help of their government to do that. And I 
think we ought to help those companies that are engaged in export 
and provide those incentives for additional companies to get into 
the export field. 

MONEY RATES ARE UNCOMFETTnVE 

Our rates, our money rates, are so uncompetitive, emd other 
countries like Germany and Japan, et cetera, they think in long 
term, not short or medium term. Five years is really nothing, "niey 
think long term. 

And when you're up agsdnat, say, a possible turnkey operation 
and you're up against competition from Germany which finances 
this on a long-term basis at 3 percent, we can t even touch it. 

I mean we've got Japan bidding, and something just has to be 
done because the benefits to the United States are not going to be 
immediate; they're going to be long term. And we have to think 
long term in terms of export because there's a cause and effect. 

You can't have an immediate, positive influx of profits. 

Having been in the export field for 72 years, and till our products 
go overseas— they're all U.S. made — it's a long-term investment. 
And we have to recognize that. 

It's not a short-term, one, two, three thing. 

Senator Stevenson. Mr. Pox mentioned, this is one of many, 
many things that need to be done. But I think what you say is 
ironic. 

The interest rates are lower in West Germany and in Japan 
because they're competitive and because we're not competitive, we 
have much higher interest rates, which will keep us noncompeti- 
tive. 

Ms. Schueler. Also, heretofore, it wasn't a matter of surviving to 
be in the export market. We have a fantastic market here. For 
Germany, it was a matter of survival. For Japan, it is a matter of 
survival. 
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Senator Stevenson. But it's becomiw a matter of survival here. 
Sure, it's becomii^ a matter of survival here and we should give it 
the priority that survival dictates. 

Thank you. 

Mr. Fox? 

Mr. Fox. Senator Stevenson, I think it's very important. I would 
like to very much endorse what Mb. Schueler said with respect to 
the long term. And I think there is no evidence that the executive 
branch views the developments in a longer term. 

Recently, Secretary Bergsten appeared before the subcommittee 
with respect to Eximbank and cited the improvement in the trade 
figures last year, and there was a 23-percent improvement in our 
exports. There was a statement that attributed part of that im- 
provement to the export expansion [>oIicies of the U.S. Govern- 
ment. 

Well, there have been no changes in the export expansion poli- 
cies of the U.S. Government. The Eximbank h^d to come back up 
to the funding level of earlier years because it had been reduced to 
virtually zero. 

But aside ^m Eximbank Unancing, which now is under further 
restraint as to the amount available, no such efforts were made. 
And anyone who knows Einything about the economics of the situa- 
tion knows that the U.S. export performance improvement last 
year was basically business cycle related. 

Aa the economies abroad turned up, they bought more of our 
goods, and the export figures were quite good. But either there is a 
failure to understand that or a willingness to cite any improvement 
as an indication of success of policies which have not had the 
po«rer to change the situation. 

MISSTATEMENT OF THE ISSUE 

The conclusion that I come to is that the Congress has the major 
opportunity and responsibility to call a spade a spade and to insist 
on a demonstration of the enectiveness of the policies being cited 
by the administration for the improvement. Two weeks ago, there 
was issued from the White House a statement of the removEil or 
steps toward the removal of export disincentives. In fact, not a 
single item had been removed, and one item that is very difficult 
for us — we all disfavor bribery — that's not even called a problem. 
It's not the problem of the requirements of the Anti-Corruption 
Act. It's only the interpretation of the requirements that have to 
be modified — a total misstatement of the issue. 

That is the case with respect to a number of other ones. I believe 
that unless the export problem is viewed in the longer term, there 
is simply no way to deal with the situation with any prospect of 



Senator Stevenson. Well, I agree completely. As a matter of 
fact, in these discussions between the executive and legislative 
branches, I've been the one who's said that failure to accompany 
familiar, orthodox, disciplines monetary steps with some long- and 
short-term recognition of structural weaknesses in the economy 
and action won't even overcome the inflationary psychol(%y, which 
we're so bent on doing something about. 



And judging Irom the stock market yesterday — and there is noth 

ing in the bond market— we may be getting pooped already. I'll bet=^ 

{'ou it doesn't take very long for the Europeans to take a closer — : 
ook to that — to that whole program — and the dollar b^ins to 8ink-= 

The President's program on structure is to defer it all to a - 
commission in the 198(^. 

Well, 1 think that's about all we have time for for now. I do 
thank you for your helpful comments. 

In spite of those last comments of mine, I think there is a lot of 
support building up in Congress for action, and the bills we're 
considering today are ripe for action in the Senate. I don't know 
about the House. We'll have to get some help from you. 

Mr. Rees. I've talked to several potential authors on the Banking 
and Currency Committee, and I think we might persuade them to 
introduce the bill in the next few weeks. 

Senator Stevenson. I hope we can do more than get it intro- 
duced. 

Mr. Rees. Again, it's the complexity of the rules probeibly. It's 
beet to have an omnibus bill, and then have a series of bills which 
would go to specific committees. We could then take whatever we 
get out of these committees and reconstitute em anonymous bill. 

Senator Stevenson. Rather than do it in conference? 

Mr. Rees. Now that the conference is breaking up, they can put 
it in place. 

Senator Stevenson. One thing at a time around here. 

Thank you. The committee is adjourned. 

[Whereupon, at 12:15 p.m., the hearing was adjourned.] 
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EXPORT TRADING COMPANY ACT OF 1980 



THURSDAY. APRIL 3, 1980 

U.S. Senate, 
Committee on Banking, Housing and Urban Affairs, 

Subcommittee on International Finance, 

Washington, D.C. 
The subcommittee met at 3:05 p.m. in room 5302 of the Dirksen 
Senate C^ce BuUdii^, Senator Adlai E. Stevenson, chairman of 
the subcommittee, presiding. 
Present: Senators Stevenson and Heinz. 
Also present: Senator Demforth. 

Senator Stevenson. The subcommittee will come to order. We 
resume our hearings this afternoon on legislation to promote U.S. 
export trading compeuiies. I invite all of the witnesses to come 
forward. 

STATEMENTS OF PHILIP KLUTZNICK, SECRETARY OF COM- 
MERCE; ROBERT HORMATS, DEPUTY UNITED STATES TRADE 
REPRESENTATIVE; C. FRED BERGSTEN, ASSISTANCE SECRE- 
TARY OF THE TREASURY FOR INTERNATIONAL AFFAIRS; 
AND DEANE HINTON. ASSISTANT SECRETARY OF STATE FOR 
ECONOMIC AND BUSINESS AFFAIRS 
Senator Stevenson. Mr. Secretary, we will hear from you. 
Secretary Klutznick. I am pleased to appear this afternoon 
before the International Finance Subcommittee to present the ad- 
ministration's views on S. 2379 and S. 864. These bills have the 
common objective of encouraging exports by American industries. 
S. 2379 would authorize a new entity under U.S. law — export trad- 
ing companies. S. 864 would extensively amend the Webb-Pomer- 
ene Export Trade Act to clarify the antitrust exemption that may 
be available for exporting activities. 

The administration applauds the aim of these bills. We ageee 
that an increase in exports is of utmost importance to the Nation's 
economic well-being. 'The administration also endorses the concept 
of export tretding companies and the effort to clarify the applica- 
tion of the antitrust laws to export activities. As discussed in my 
testimony, there are certain provisions in the legislation that give 
us some difficulty £uid we will be glad to work with the committee 
to resolve them. 

THE NEED FOR INCREASED U.S. EXPORTS 

A healthy and expanding U.S. export sector has become increas- 
ingly essential to a strong U.S.'economy, the stability of our exter- 
nal accounts, and our critical fight against inflation. Exports (1) 

(253) 
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contribute significantly to U.S. jobs, production, and economi(^= 
growth; (2) enable important economies of scale, thereby contribut — 
ing to the most efficient use of U.S. resources and to reduce prices^ 
at home; and (3) provide the most constructive way of paying foi — 
U.S. imports of both essential and desired commodities, and thus- 
strengthen the dollar. 

U.S. industries must be able to compete abroad if they are to 
maintain their ability to compete at home. More than ever before, 
the growth and vitality of U.S. exports contribute to the prospect 
for continued growth and vitality of our economy as a whole. 

In 1970 the Federal Republic of Germany replaced the United 
States as the world's leading exporter of manufetctured goods. 
Today Japan threatens to drop the United States to third place. At 
the same time, newly industrializing countries have presented us 
with increasing competition from a new quarter, aa these countries 
become exporters of many manufactured goods. 

Fewer than 1 in 10 of U.S. manufacturing firms now sells a 
portion of its production abroad— 20,000 out of 250,000 firms. Yet 
we believe that the competitiveness of our products — in terms of 
price, quality, and delivery schedules — would permit a doubling of 
this figure. 

Most of these potential exporters are small- or medium-sized 
businesses. These firms lack the know-how and financial resources 
to export. They often lack t^e incentive as well, because our domes- 
tic market is the largest and most open in the world. Unless we 
make exporting easier for these firms, they are not likely to 
expand into overseas markets. 

We should learn from the experience of West Germany, Japan, 
France, Hong Kong, and many other successful exporting coun- 
tries. All use some form of sophisticated export trading company to 
help promote their exports. These companies not only represent 
many small manufacturers that could not export on their own, 
they also promote consortia of companies to provide oveseas serv- 
ices for sometimes massive projects. 

PROMOTING EXPORTS THROUGH EXPORT TRADING COMPANIES 

Unlike many of our major trading partners, the United States 
does not yet have large export tradii^ entities, aside from the 
major international grain companies. To be sure, there are some 
700-800 export management companies operating throughout the 
country. These companies are mostly quite small, however; they 
are not sufficient size to offer a full range of export services to 
small- and medium-sized manufacturing firms. 

S. 2379 provides several incentives to the formation of U.S. 
export trading companies as a means of stimulating exports by 
small and medium-size firms. Clearly, there is no single model for 
an American export trading company. We cannot and should not 
copy the Japanese trading company, which could pose a number of 
problems for competitive behavior in the U.S. market. Instead, we 
must isolate the essential characteristics of successful exporting 
entities and blend them with our general principles of economic 
competition and bank soundness. 
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There are, I believe, three general characteristics of a successful 
export trading entity. First, it provides a "one stop" facility for any 
sized firm interested in exporting. The export trading company 
provides market analysis, distribution services, documentation, 
transportation, financing, and aiter-sale services. The company 
achieves economies of scale in all these areas over what smaller 
individual companies could hoj>e to achieve. 

Second, the successful export trading company will search out 
U.S, producers of products for which the company has discovered 
markets overseas. It will not simply await passively a U.S. mftnu- 
facturer interested in exporting. 

Third, by its very existence, an export trading company should 
limit the capital outlay and risk that any individual company will 
have to assume to launch a realistic exporting effort. 

Export trading companies with these characteristics are most 
likely to be formed by those that already operate in international 
markets. A manufacturer that exports its own products may find it 
profitable to use its overseas network for selling some products of 
smaller U.S. companies that will not export on their own. Similar- 
ly, many banks already have global coverage by agents or corre- 
spondent banks. These banks are already in the business of evalu- 
ating risks, understanding foreign markets, fuid providing financ- 
ing. They are logical candidates to form export trading compEinies. 
No matter what the origins or ownership of the export trading 
compeuiy, its purpose £ind aim will remeun the same — to export 
products of U.S. companies that do not now export in signiflcemt 
quantities. 

THE EXPORT TRADING COMPANY ACT— S. 2379 

I commend you and your staff on the changes made in the e^wrt 
trading company bill. It is definitely superior to the bill the Com- 
merce Department testified on last September, The new bill, joined 
with the proposed Webb-Pomerene amendments in S, 864, contain 
the necessary elements to promote exporting by companies that do 
not now export, including small and minority business. I would like 
to comment specifically on four aspects of the proposed bill: (1) 
bank participation, (2) Eximbank's role, (3) DISC and subchapter S 
tax provisions, and (4) antitrust immunity. 

BANK EQUITY PARTICIPATION IN EXPORT TRADING COMPANIES 

Because of their expertise and fuiEincied resources, banks could 
play an important role in successful development of export trading 
companies. The administration supports the purpose of S. 2379 to 
permit bank ownership of export trading company operations. We 
must recognize, though, that allowing banks eaid Edge Act corpora- 
tions to invest in commercial operations requires a chfmge in the 
longstanding policy of this country to separate banking from other 
commercial activities. 

The administration believes that the bill's purpose of promoting 
bank participation in export trading companies can be realized 
while safi^^ardiog the integrity <» our financial instructions, 
through a provision of broad oversight of banking participation by 
the appropriate regulatory agencies. In particular: 
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One, initial investment in an export trading company would b& 
subject to prior notification and approval by the appropriate r^u- 
latory eigencies, which would work with the subcommittee to estob — 
lifih dear standards for acceptable investment. 

Two, significant new lines of activity or a substantial increase in. 
investment by the parent bank organization would require furthei~ 
approval. 

Three, r^ulatory authorities would have broad discretion to 
limit a banlwig organization's financial exposure to em ETC. 

Four, bank-owned export trading companies could take title to 
goods for which they have firm export orders and under other 
conditions as authorized by the appropriate regulatory agency. 

Five, bank-owned ETC's could not own manufacturing facilities 
or other commercial concerns. 

He administration believes that the supervisory agencies can 
develop and administer standards within these general guidelines 
that will permit effective bemk participation in export trying com- 
panies. 

FINANCE ANn TAX PROVISIONS 

1. Eximbank's role. — S. 2379 would also empower the Export- 
Import Bank to use its credit and insurance resources in support of 
export trading companies. The administration fully endorses the 
basis principle that Eximbank support should be available to these 
comptmies. We do however, have serious reservations about the 
provisions of Eximbank financing and guarantees for start-up coets 
and operating expenses, and guarantees for export inventories. 
These activities would dilute the basic mission of Eximbank — to 
promote exports — by requiring Eximbank to become involved in 
domestic credit operations, where it has no expertise. 

Given these difficulties and the advantage of tying this activity 
to domestic development finance, the administration proposes to 
explore more fully existing authorities such as those provided in 
the Economic Development Administration and Small Business Ad- 
ministration statutes to determine where the authority contained 
in sections 6 and 7 should be lodged. 

The private credit market already has adequate funds to provide 
for broad-scale fmancing of inventories without Federal participa- 
tion. We therefore recommend that the provision for guarantees for 
inventories be deleted. 

The provision of guarantees for loans based on export accounts 
receivable appears acceptable but needs to be clarificKl. This provi- 
sion is similar to the Foreign Credit Insurance Association pro- 
grams. It would help small and medium-sized exporters secure the 
working capital necessary to expand their operations. However, 
there is nothing in the bill as presently drafted which would pre- 
vent large, well-established exporters from using this facility to 
reduce their own cost of capital, crowding out the smaller, lesaer 
creditworthy borrower. We recommend the insertion of s provision 
limiting the magnitude of this type of financing to ensure that the 
bill's purpose of stimulating additional exports is served. 

2. Tax issues.— DISC. Section 10 of the proposed bill would make 
export trading companies, or subsidiaries of such companies, eligi- 
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ble for DISC tax deferral status for their exports of both goods and 
services. 

Many, if not all, ETC's should be able to meet the requirements 
of present DISC legislation and beneflt from DISC tax deferral 
status. Modification of U.S. banking laws to permit bank ownership 
of export trading companies will effectively expand DISC coverage 
without requiring any change in the DISC statute itself However, 
to amend DISC legislation to cover exports of all services, as well 
as services provided by other U.S. firms to export trading compa- 
nies, as S. 2379 would do, would definitely alter the nature and 
scope of the DISC program and substantially increase its revenue 
costs, The present realities of the budget situation do not permit 
such an extension at this time. It could also raise questions about 
our international obligations in this area and our concerns for tax 
equity. 

There appears to be significant leeway for exi>ort trading compa- 
nies to provide a wide variety of export services which would 
queiliiy for DISC treatment. Admittedly, what can be done under 
the DISC statute falls short of the broad list of export trade serv- 
ices contemplated in S. 2379: not all of these could receive DISC 
status. The tax benefits which are already available, however, are 
substantial and in our view will provide meaningful stimulus to 
the formation of bank-owned KTCa. 

Subchapter S. S. 2379 would also make two amendments in the 
subchapter S provisions of the Intemetl Revenue Code. The first 
amendment would allow an ETC to quality for subchapter S even 
though it had more than 15 shareholders. The present restriction 
on the number of shareholders seems reasonable and not likely to 
hamper signlHcantly the development of Export Trade Corpora- 
tions. Accordingly, we are opposed to this amendment. 

The second lunendment proposed by S. 2379 would relax the 
current restriction that a subchapter S corporation derive at least 
80 percent of its gross receipts from the United States. The admin- 
istration has commented upon and generally supported a proposal 
by the Joint Committee on Taxation to overhaul subchapter S, 
including elimination of the 80-percent restriction. 

However, because few ETC's are likely to be owned by individ- 
uals, as subchapter S requires, this provision is not a critical ele- 
ment of support for export trading companies and we would recom- 
mend its deletion from S. 2379. Instead, we would encourage the 
Congress to proceed with the general overhaul of subchapter S so 
that an export trading company will not be disqualified because it 
sells goods or provide services outside the United States. 

The bill would permit States and other Government entities to 
own, participate in, or otherwise support export trading comptmies. 
We oppose the concept of State ownership of export trading compa- 
nies on principle. State ownership is not necessary and could pose 
possible problems of favoritism, as well as questions on immunity 
from antitrust laws etnd taxation by the Federal Government. 

Before concludii^ on S. 2379 I want to assure the committee 
that, in accordance with section 10(c), the Commerce Department 
will be pleased to develop, prepare, and distribute helpful informa- 
tion on how en export treiding company can utilize DliSC status, in 
consultation with the Treasury Department. Also, may I suggest 
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that in section 4, the explicit reference to the Assistant Secretary 
for Trade Promotion be deleted. Rather the bill should place re- 
sponsibility for promoting and encouraging the formation of trad- 
ing companies in the Secretary of Commerce, subject to dd^ation. 

ANTITHUffT EXEHPnON 

We understand that some segments of the business communis 
have considerable uncertainty over application of the antitrust 
laws to export efforts involving products of domestic competitors. 
The problem, we are told, is particularly acute for small- and 
medium-sized companies, which are often not in a position to 
obtain advice from antitrust counsel, or to cope with the l^al risks 
that some feel remeiin after l^al counsel's beat advice. These com- 
panies are therefore reluctant to achieve the economies of scale 
necessary for exporting by using a single entity to export their 
products. They may, in fact, decide to refrain from any cooperative 
exporting effort, and that decision may mean no exporting effort at 
all. 

The need of business is for assurance that specified cooperative 
exports activities will not subject them to antitrust liability. The 
administration sympathizes with this need. At the same time, we 
do not want to create an antitrust exemption that may have anti- 
competitive effects in the United States. We beheve that the b«4 
approach is to amend the Webb-Pomerene Act to provide a flexible 
procedure for certifying the planned activities of American busi- 
nesses that wish to engage in exporting action that might be per- 
ceived to raise antitrust problems. 

Under the procedure that the administration foresees, one or 
more companies would present to the Department of Commerce a 
recisonably detailed statement of what export activities are 
planned. Applicants could include, for example, memufacturers, 
construction companies, or companies selling other services. An 
applicant or applicant group could also include an enterprise that 
planned to coordinate the export efforts of others with marketing, 
financing, and other assistance, Euid that would buy the merchan- 
dise of these companies for export. Certification would be deter- 
mined on the basis of statutory standards by the Commerce De- 
partment, with the participation of the Attorney General. Joint 
activities would be certified only if they would help promote export 
trade and would not likely result in a substantial lessening of 
competition in U.S. commerce. Modifications in the application 
that would conform it to these standards might be suggested. In 
appropriate situations, we might place limits on the number or 
kind of new members or customers that could be added before the 
applicant would have to file for an amended certification. In short, 
we would have a flexible process that could be tailored to the 
particulars of any situation. 

Once certification was granted the certified entity would be 
exempted from antitrust liability for the activities described in the 
certification. The immunity would not extend to activities not cov- 
ered in the certiflcation. The Department of Commerce could 
revoke the certification if the entity's activities ceased to conform 
to the statutory standards. The Attorney General and the Federal 
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Trade Commission would be empowered to seek decertification on 
their own initiative. 

This approach to an antitrust exemption for export activities will 
provide the desired certainty to exporters, it also allows our anti- 
trust enforcers to guard against extension of an exemption to po- 
teotially anticompetitive activities. This approach would combme 
the promotion of export-oriented enterprises by S. 2379 with the 
creation by S. 864 of a procedure for obtaining an antitrust exemp- 
tion. Extension of the Webb-Pomerene exemption to specifically 
covered services, as contemplated by both bills, will allow construc- 
tion companies, consultants, export compEmies, and other providers 
of services to contribute to our national effort to increase exports. 

The approach we have recommended today is comprehensive. It 
will provide an important stimulus to export trade. Necessary anti- 
trust exemption for exporters will be provided by Webb-Pomerene. 
It is adaptable to any situation in which potential exporters may 
find themselves. Under these circumstances we do not see the need 
for a special antitrust exemption for export trading compEinies, 
such as that provided in S. 2379. 

In conclusion, Mr. Chairman, the administration believes the 
time has come to take concrete steps to encourage exports. We feel 
that your bill, S. 2379, and Senator Danforth's, S. 864, are positive 
steps. We look forwEuxl to working closely with you on these bills. 

[The following letters were ordered inserted in the record at this 
pomt:] 
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'3ICnH«b AIaIc* ^«tu>l« 



April 11, 1980 



3le Philip Klutinick 
Secratary of Ccamarc* 
Departoent of Comwrca 

Fourteenth Straat at Constitution Avenua, mf 
Maahin^ton, D. C. 20230 

Dear Hr. Secretary: 

Thank you for your favorable testlDony before 
the International Finance Subconnittae on April 3rd on 
the export trading conpany and trad* aaeoclation pro- 
posals. I look forward to working with you to secure 
passage of appropriate legislation. 

I would appreciate receiving for the hearing 
record your response to the following questionst 

1. You recommended in your statement that the 
bank regulatory authorities be given broad legal authority 
to approve any banking organization investnent in an 
export trading company. 

A. Should we not provide that certain fdlninal 
InveBtmentB could be made without approval? 
For example, should not a bank or Edge Corpora- 
tion be allowed to acquire up to 5% of the voting 
sto^k of an ETC without regulatory approval? 
DO not bank holding companies already have this 
ability under the Bank Holding Company Act? Why 
not extend this limited authority to Edge Corpora- 
tion and banks for ETC investments- Hould thim 
make it easier for small banks to participate? 
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C if wa give tha leqnlatory 

)n approval auttiority vith 

... acting, they can pigeonhole 

ETC investment applications for an inordinate period 
Of time thus frustrating banJi participation. Aa 
set forth ill S J379 should ve not have a 60 or 
perhaps 90-dsy period within which the regulatory 
authorities must act on an application? 

C. I an also concerned that tha Etandarda governing 

bank investinants give appropriate weight to tfie 
export banefita of bank inuolvement. Ab you Xnov, 
undar my bill the agenclea muit consider the Com' 
marca Department's views on export benefits and nay 
only disSppjL'OVe banking organiiation investmenta 
if the export-related benefits are outweighed by 
certain adverse financial, managerial or other 
conditions. Could we taXe this as the guiding 
approach to agency consideration of band investment 
applications and provide further that in acting 
on any application the agency would have authority 
to impose conditions necessary to prevent unaound 
banking practices, conflicts of intereet, undue 
concentration of refiouICta decreased or unfair 
competition or excessive commerciitl or speculative 
risks? In Other words absent Bpecific negatlva 
banking considerations tn application should be 
approved. In approving the application, however, 
the agency could impose reasonable conditiona 
designed to limit bank risks asaoclatea with the 



2. In your atatenent, you seamed to auggeat at 
several points that bank-owned ETCs should be subject to 
special regulation of their activities by the bank regula- 
tory agencies, presamably to limit risX. For eiiawple you 
suggest that the agenc es have authority to set financial 
limitations for a bank-owned ETC, and approve naw lines of 
activity. 

A. Do tha agencies really n«ed this authority in 

the case of non-controlling inveEtments? If ■ 
bank takes a lOI interest in an ETC why should that 
ETC find itself under the reciulatotv thumb of a 
banking agency? Would this discooraqe ETCs from 
taking in banks as psrticipants? Should not the 
degree of regulation correspond to the degree of 
bank involvement ? 
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HOK about dravlng that line whtra 
tion has tha ability to control 
controllad by ■ bank would thua 
what worfl ragulatioQ than ao KTC M 
bank aa a (nlnorlty inveator. 



Edge Corporatlor 



_ and bank hold in; 
fron tho general [ 









that bank-omed ETCs Should be able t 
but then you qualified thia somawhat- 
bank-owned ETCs should be able .to tak 
export orders And otherHiee ba abla t 
Izefl t^ the bank regulatory agencisa. 

A. I think you would egiie t 
Cinnot take title to goods, t 
customers the one-stop servic 
of the chief attractions of a 
luld yCiU i^m that. 



1 an irrc, 

1^ to atate clearly 
I taka title to gooda, 

Sou Kflntionad that 
I title againat firv 
> take title aa author- 



ETCs 



able t 



take 



tie'. 



tsful, banX- 



lould 



.of the bank regulators to impiiae 
conditions in this regard corresponfl to the degree 
of bank participation? Why burden an ETC with variou* 
requicements on taking title if it hai only one bank 
Inveator with a Binorlty interest? 



L enphaaia on t 






iroad? What if a 



I title a 



ETC ii 



I fin 






Would that qualify? Why require any other way of 
taking title to paSB some special regulatory approval? 
It seena to me a given that ETCs must be able to 
take title, and that no special approval authority 
should be required to do this even in the case of 
bank-owned ETCs. I have no objection to the regulatory 
agencies requiring that a bank-controlled ETC conduct 
its operation in a manner that safeguarda againat 
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unaound comntzeial rlaka or •pcculationt I a«> DO 
need, however for specific limitations on tha ability 

to take title. Taking title la, in fact, of ten « 
valuable protection. Lending on an unsecured basis 
Is probably much more risky thau taking title as 
miijdlenian in art export transaction. An unsecured 
bank creditor goes to the end of the line in bank- 
ruptcy court and often winds Up with a few cents 
on the dollar An ETC whose purchaser defaults has 
title to the goods and can sell these in the market 
and sue the purchaser for any remaininq contract 
claim. Thus, I ae« nO need for ^ny special limita- 
tiona on the ability to take title in thia bill. 

4. I cannot understand why the bank regulatory 
agendas fire so constrained about permitting u, s. banking 
organizations to invest in U S export trading conpanles 
when they let foreign banks coroe here, buy D, S. banks, and 
own foreign trading companies that sell to the Dnitad States. 
Hhy not put the U. S. banking system to work in support of 
D.8. exports rather than in support of foreign imports? 
Does not the existence of this foreign competition lend 
support to the proposition that we should not overregulate 
or overburden U S bank-owned ETCa? 

5. Vould the safeguards you refer to in your etata- 
nent allow a bank-owned trading company to hold Inventory 
for export? 1 cannot imagine how a trading con^any could 
function. without inventory. 

6. lour statement suggests that bank-owned trading 
coaipanlea not be allowed to own manufacturing facilitiea 
"or other conunerdal concerns The trading company itself 
is a "commerciai concern " If trading companies cannot own 
'copmercial cancerna," what can they do? 

7. You say the -private credit market already has 
adequate funds to provide for broad-acale financing of 
inventories without Federal participation." The question 
is not adequacy of funds but wiHingnes- — '"■•' -■i"'"' "^ 
what extend does the private credit mar 
inventories for U S, export management 
coMpanies, or other exporters? 

8. Most countries rely on their banking syste* to 
play a major role in promoting exports S. 2379 contenplates 
an increased role for U. S banks through trading companies. 
Has the Commerce Department examined the role of banka in 
advancing the exports of other countries? What are foreign 
countries doing that tha D. &. 1* not? 



jdbyGooglc 



could Invt It n . . 

cipltit and surplus Or* 25 percent of the voting stock of in export 
trading compjny with prior upprovil of the jpproprlite reguUtory 
agency hiving JuHtdtctlon over the bank Institution malting the 
direct Investnent. Ue expect that the regulatory agenclel iri *• 
sympathetic to applications for Investaent by banks and that the 
review process «ni not unneceiiariiy restrict Investment Mch 
would be beneficial to U.S. exports, while nalntalnlng th« overall 
Slfiety and toundness of the banking Initltiftloni, 

(3) Definition of bant: control . Consistent with the definition of 
control 1n the Bank Holding Cottfiany *ct, ne propose that control fOr 
the purposes of Initial InvesCnent wlfiout approval, broader 
lupervtsory reiponslblHtles Of the regulitory agencies, and the 
ability of bank-mmed ETCs to hold Inventory or uke title to goods. 
be defined as twenty-five percent or greater o«*ntr*hlp of ETC voting 
stock, unless the appropriate regulatory agenty determines In a 
particular case that control eitsts at a lowor level of CMnirshfp. 

(4) Title to goods . Me propose that ETCs with nan-controlling bwik 
Investinents could take title to goods without restriction. ETCs with 
contr^illlng bank Investnent could take title to goods against fine 
orders or as approved by the appropriate regulatory agency on • 
eate-by-case basis. 

(5) Holding Inventory . Ue propose that ETCs with non-con trolling 
bank Investraents could hold Inventory without restrictions, ETCs 
with controlling faank Investnent could hold Inventory in their own 
warehouse on conslgnnent or finance arringenents, but could not take 
title to goods until a firm order was received, or If the approprlato 
regulatory igiticy otherwise approved. 

(6) Enport benefits review by Comnerce . Me would delete the specific 
reference requiring regulatory agencies to request the Comwrce 
[lepartn«fit to undertake an analysis of the export benefits of an 
Investment requiring ugancy approval. Coimerce and other agencies 
coul<l present specific views on a voluntary basis. Regulatory 
agency consideration of bank Tivestments would take Into aceoint 

the potential export benefits of the proposal In general terpi, 
without specific reference to saal and nediun-slzed businesses 
or improving U.S. competitiveness In iTOrld markets, 

<7) Court review . He propose that n reviewing regulatory agency 
decisions, the Court of Appeals be permitted either to set aside or 
to renand cases to the agency on substantive grounds, as defined In 
the revised Section S. Uhen the Court reverses an agency decision 
on procedural grounds. It would be required to rexand to the agency 
Involved. 
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Thuik you for your letters concerning the Adnlntstretfon't potltlon on 

S. 237S, the Export Trading Co^enr Act of 1980, and your proposed revision 

of Section 5 of this bill. I regret the delay In responding to ygu. 

The new version of Section S, subject to a few key changes which I will 
suggest, offers a sound basis for bank participation In export trading 
co^wnlei (ETCs) while safeguarding the Integrity of our ^nanclal 
Institutions. The pnvlslon for ovenl^tof banking participation 
by the appropriate regulatory agencies Is a key factor in the new 
version of Section S which .1 welcone as positive response to v 

The Treasury Departnent has consulted closely with the Federal 
Reserve Board, its own Co^itroller of the Currency, and the Federal 
Deposit Insurance Corporation, in developing a foraal Adnlnl strati on 
position on these key aspects of bank participation. The Federal 
Reserve Board nay have same reservations on these proposals and will 
baresponding with connents of Its own. 

(1 ) Invastnent without prior approval . He propose that any state or 
national bank. Edge Act or Agreenent Corporation, bank holding 
ccaptny, or banker's bank could Invest directly up to 5 percent of 
Its capital and surplus In less than 25 percent of the voting stock 
or other evidences of ownership of any export trading coapany, without 
obtaining the prior approval of the appropriate Federal banking 
agency. If the appropriate agency deternlnes, however, that this 
Investaent constitutes effective control of the ejqiort trading coavany, 
tt would have the right to disapprove the Investment within 60 days 
fallowing notification. 

Additional equity Investnents which would bring a bank's Investnents 
In a single ETC above five percent of capital and surplus or 25 percent 
of ETC voting stock, or If they result in efftctlve control, would 
require agency approval. Aggregate direct or Indirect Investaents 
In one or more ETCs, *«th«r or not they require approval individually, 
could not exceed 10 percent of a bank's capital and surplus. 
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{i) Investjgnt with prior approval - Any bant or banking DrginlnMon 

could -Invest more thin th? thresl^olc! levels of 5 percent of a bint's 
capital and surplus ar 2S percent or t^e voting stock: of an export 
tridlna company with prior approval of the appropriate regulatory 
agency having jurisdiction over the bank Institution making the 
direct investment. We e/pect that the regulatory agencies w1 b« 
syqiathetfc to applications for Investment by banks, and that the 
review process will not unnecessarily restrict Investment which 
would be beneficial to U.S. exports, while maintaining the overall 
safety and ioundn«ss of Ui* banking Institutions. 

(1) Definition of bank control . Consistent with the deftnttlon of 
control In the Bank Holding Company Act, we propose that control for 
the purposes of Initial Investment without approval, broader 
supervisory responsibilities of the regulatory agencies, and the 
ability of bank-owned ETCs to hold Inventory or take title to goods, 
be defined as twenty-five percent or greater ownership Of fTC voting 
slocli, unless the appropriate regulatory agency deCertnlnes 1n a 
particular case that control enlsts at a loner level of oimershtp. 

(A) Title to goods . Me propose that ETCs «1th non -control ling bank 
Investments could take title to goods without restriction. ETC* with 
control ng bank Investment could take title to goods against flm 
orders or as approved by the appropriate regulatory agency on • 
case-by-case basis. 

(S) Holding Inventory . Ue propose that ETCi with non-controlling 
bank Investinents could hold Inventory without restHctlons. ETC* 
with control ng ban* Investment could hold Inventory Jn their own 
-warehouse on consignment or finance arrangenents , but could not take 
title to ■goods until a firm order was received, or If the approprlatt 
roguldtory Agency otherwise approved. 

(fi) Export benefits 

reference requiring . -, ^ .j.. . „ ._ . 

Department to undertake an analysis of the export benefits of an 
Investment requlrlfig agency approval. Conwrca and other agencies 
could present specific vIeWs on a voluntary basis. Regulatory 
agency consideration of bank Investments would taka Into account 
the potential eiport benefit* -of the proposal n general tarns, 
without specific reference to small and medlum-s led businesses 
or Improving U.S. competitiveness In norM markets. 

(7) Court review . We propose that In reviewing regulatory agency 
daclslons, ttie Court Of Appeals be permitted either to set aside or 
to remand cases to the agency on substantive grounds, as defined in 
the revised Section S, When tht Court reverses an agency decision 
on procedural grounds. It Mould be required to raaand to tha agency 
Involved. 
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Mil t» tn ImHatlan of tha •ppropHtta regulitary 

Hi support btnking ptrtlctpttlon In export tnding co^tulai If 
theta prlnclplai are Incorporated wtthin a reirlHd Sactton 5. This 
po*tt1oR coMii I long Mr toinrd Baatlng jnur objactlvai In this 
■raa, Jille safeguarding the safety and toundness of the Investing 
bank. 

I *■ alto eiidotlng a ni^ar of specific response* to questions 
pOsed In your April II letter that ware not answered In the above 
■lOHBry of bank participation Issues, 



ttanorabla Adlal E. Stevanten 
United States Senate 
UisMngtan. O.C. 20510 
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Tour atatMtaDt suggests that bank-ownad trading 
coapanieB not be allowed to own aanafacturlng 
facilities 'of other coninerclal eoocwrna.* Tha 
ttadin9 company t^elf is a 'coaaetctal concern.* 
It trading conpanirs cannot own 'eaaoaarclal con- 
cerna,' vhst can they 4o7 

A trading coapany aay ba a DISC, provided It Meats 

the requireaenta of current DISC leglalatlon. Aa 

such, it a«r acquire and recaiva IncaiM In the 

for* of dividends and Intsreat ftoa csctain 

foreign Investaents which ar« related to exports 

froa the Gnited Stataa. Tbia would include 

(1) atock OT securities in a foreign export sales 

subsldiaryi (1) atock in securities of a 

controlled foreign real property holding coapany, 

holding title to foreign export facilitlea oE the 

DISC} and (3) stock or securltiea of an unrelated 

foreign corporation, provided that the ownership 

is in furtherance of export sales and provided 

that the direct or indirect atock ownerahlp by 

the trading coapany DISC is leas than 10 percent 

of the total coabined voting power of the foreign 

' corporation (this Is llaited to investaents 

that aight be required in unrelated foreign 

distributors or to help finance a cuatoner'a 

purchase of U>S. exports). The foregoing are 

peraitted inveataents under tba DISC law 

(sec. 993(e)). In addition, the trading coapany, 

if It did, not itself elect DISC status, could 

own tha stock of a DISC. Bank-owned trading 
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r 2 - 
cOMpanlss could own warehouses if cssantial to th«tr 
operations and approved by the approprlata regulatory 
agency. Houeveri they should not own alcllnes, shipping 
linos, oi real property except as indicated above. 
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#7 

You Bay ttaa 'pclvatB cradit Barkct alraadr 
has ada^at* Cunda to proTida for btoad-acala 
financing of invantorlea without Fedaial 
participacian ' The'qaaation ia not adequacy of 
funds but uilllngness to bear tlaka. To what extant 
doas tha private credit narket presently finance 
inventories for D.S. export Banaganent or export 
trading coapanies, or other aspatter*7 

Specific figures are not available on the extent 

to which tha private credit aarket finance* inventories 

for O.S. exporters. Bowever, we have had no evidence 

of a significant tailura of the credit aarket to 

provide adequate inventory financing at coapetitlve 

rates. Tbe united States poesasaea tha broadesti most 

fully-developed financial aarket in the world. 

Short-tent credits (which would cover inventories) 

reptesant the BOit extensively-developed portion of 

that narket. Ttie funds clearly are there for creditworthy 

borrowers. 

Biiabank guarantees for inventory financing would 

■taply have Che effect of diverting credit Eroa one 

class of borrowers to another, and noroovar, would 

represent a potentially 'enomous drain on Bxla'a resources 

at « tiae of budgetary stringency, nie Adainistration 

has therefore opposed Exiabank guBranteee on financing 

for export trading coapany Inventoriaa, aa distinct 

froB guarantees Cor export accounts receivable — which 

we support as consistent with present FCIA progtaaa, 

less costly to Extabank's budget, and of aore direct 

benefit to D.8. exports. 
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Hoat countries rely on their banking ayataa 
to -play a major role in pcoraoling exports. 6. 3379 
conCemplates an increased role lot U.S. banks through 
trad i\g companies Baa tba Comaica DapartMant 
examined the lole oC banka in advancing the aiports 
-of other countties? What ara foreign countries 
doing that the U.S. is not? 

- A full anawac to thia queation would raquiie sore 

raaourcas and a giaatec research effort than can 

b« brought to bear within tha tine available to 

anawai the COHiittae's queations. Bowever, a 

partial anawac can be aaeoBblcd fcon Bxiabank's 

aaaiannoal laporta to Cong re aa on axpoit credit 

cOBpetition and fiooi InfocBation provided by 

Q.S. ^ibaasias abroad. 

Several of tha official kxpoct credit pcograns 

of other aajor industrial nations enlist the support 

of, or work through, thair national banking aysteas 

to proota exports. Por exanpla, 

— nia French raly much more extansivaly on 
official refinancing of cODMarcial bank loans 
than on direct official landing. Basentlblly 
all Badiun- and iong-tern export projects 
receive prafarantlal fixed-rate financing 
through redlacoun^lng or credit guarantaas. 

— In Geraany, an aaaociation of SB 
cotaaarcial banks has foraiad a pool of funds 
to help ensure t^iat export credit applicants 
can find financing, especially for projects 
Hhich night be too big for any one bank. 
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— Japan has ••tablislwd •apaelally cla>* 

working ralationfl tmong bank*. gavacMMiiC 
aganciaa, and exportBia. Ilie Baiik of 
Japan airocaMs credit quartarly on a 
bank-by-bank basia, but once the credit ia 
allocated, excaictaea no contiol witb 
respect to which borrowers will have 
access to it. 
-~ The United Klngdon's export credit agency 
aakes interest aobaidy payments directly 
to banks providing aediua- and long-tera 
export credits, oi coabines subsidiea with 
refinancing of the later naturitiea of 
conaerclal bank export loans. Such 
benefits have been aade available for 
' asaentially all export contracta valued 
at one nillion pounds and having repayaent 
periods of ovsr two years. 
Although our evidence is ineoapletei Indications 
acouMUlated over the past few yearn strongly suggest 
that in other >aJor industrial nations, the export 
proaotion role of eonnercial ^anks in theaselvea 
ia not very different tron that of O.S> banks. 
The aaln differences arise in the waye in which aoae 
official export credit agencies use the banks to provide 
rate subatdias. 
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Financing qE aipoct accounts receivable and 
invantoriaa of tradeable qoods seem to be nuch 
•aaler In foreign countries than in the D.S. 
Wby la that? Ace tocei^n governments facilitating 
such financing through their counterpacta .to 
' ExiBbank oc through tbeit connercial banks? 

The great Bajortty of the efforts of official export 

credit agenclea, both in the United States and in 

other aajor Industrial countries, are directed 

toward aaslstlng long-tarn 'big ticket* export 

projects rather than eboct-tera needs such as 

Inventory finance. Inpoctant exasples would 

include aircraft, nuclear power plants, and 

ships. Ita have no evidence that financing export 

accounts receivable and inventories of traded 

goods is significantly easier In other countries 

than in the United States. If the Conmittee does 

have such cvtdencei we would very such like to 

have it. 

In aone countries there are credit programs 
which would appear potentially useful for financing 
Inventories or export accounta receivable. For 
exanple. Prance has just instituted a aystem of 
'revolving* prefinancing credits which sppeaca aised 
at short-teiB Inventory financing, but Its practical 
significance so far Is unknown. 

Both Japan and the Dnited Kingdon provide 
governaent Insurance and guarantees againat comserclal 
and political risk for short-tatB supplier and 
bank credit*, conatltuting ■ foia of support for 
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Axport accounta racelvobls. The British and 
Japanese programs are generally almllar ta 
FCU insurance offered in the United State*. 
except that the foreign premiums are lover i 
reflecting the use of subsidies in Britain and 
of group rates to trade associations in Japan. 

In addition, the United Kingdom, France, 
and others maintain certain programs, such as 
export Inflation Insurance or exchange risk 
guarantees, idilch might be applied to Inventories 
or accounts receivable as part of a larger, 
long-term project. However, most foreign exports 
credit systems do not devote much of their 
effort to such short-term needs as inventory 
financing. 
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S, 2379 has iMen unfairly criticized sb pointing the 
way to giant conglomerates headed by banka which 
would control manufacturing, shipping, engage in 
coMlodity speculation, and so forth. I do not see 
anything in the bill which excnipta trading companies 
fron the domes tie application of the antitrust laws, do 
you7 Banks could not invest more than ten percent of 
their capital in all such investment, which Is hardly 
enough to take over the economy, is it? Bank-owned 
trading companies would be subject to domestic antitrust 
agencies — so where do these exaggerated fears come 
from? He do not have to have zalbatsu, do we. In order 
to have a significant number of effective trading 
companies? 

We find nothing in S. 23T9 evidencing an intent to 

exempt trading companies frcHn domestic application of 

the antitrust laws. The procedures for granting 

antitrust exemptions outlined in our April 3 testimony 

would, whan finalized, provide necessary clarification 

□n the application of the antitrust laws to export 

activities. He agree that effective trading companies 

need not evolve into huge zalbatsu dominating both 

our domestic and export trad*. 
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On* »f our wltiMasas tao WMka ago EMoaaaadad that 
feiclqn ewncrablp of U.S. Axport tiading ooapanioa 
b% baaad on caclprocity. That !•■ itbaia totalgn 
countrlai raatrlct ownccsbip by g.S. parmona of 
trading coMpanlaa, U.S. law should toatilct ownecahlp 
oC D.S. axport trading coapanioa by Coraign paraona. 
ttiat la youi view? 

Many Rajot fotalgn banka own trading coapanlaa and 

eoaflt«ing bouaaa and ean piovlda convanlant ona-atop 

aaivlca foi axpoita. Including financing, eiadlt cbaeka, 

fotalgn axcbanga, advica on aarkata and connactiona 

to vital diatcibution channala. ttaaa oftar a 

valuabla channal to U.S. asportara. Ha ahould not 

Jaopardice thia benefit to O.S. asportara wlthogt any 

iaprovaaant In tha condition foi O.S. trading coapaniea 

abroad. Tha O.S. principle of national ttaataent la 

conalatant vltb tha long-atandlng 0.8. policy of foatarlng 

coBpatition on an equitable baaia and proaoting Ita* 

world trade and capital flowa. Reciprocity iapllaa 

a country-by-country differentiation of policy tdilch 

la eaaantlally negative and which runs count*! to 

tiadltlonal 0.8. policy of naltber diacouraging not 

encouraging foreign Investaant in the Onlted Stataa. 

Bowavar, tba Adalniatration 1* pcepated to review 

coMpLalnta of dlacclnlnatory practicaa or unfair ttaataant 

by other countrlaa and to conaider iriiethet any 

action neada to be taken. 
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QuBStion: It has b««n guggssted that th« daflnltian of 'axpoit 
trading companiaa* in tha bill should ba nade nora 
pieciaa. For axafflplei it was suggastad that luch 
conpaniea should derive at least SO parctnt of tbait 
incoD*, on the avaraga, fcon O.S. exports, as such 
axpocts are daCined in the bill. It was alio 
suggested that such companies should derive at least 
10 percent of their income, on svaiage, f[o> 
providing export trade services to unaffiliated 
persons. Hhat is your view on such provisionsT 

fcnawer i We oppose both the restrictions suggested. They 

inpose unHsrranted and unnecessary restraints which 
vould impair the operating efficiency of the export 
trading coBpanles. There is already a highly effective 
linitstion In the raquirenents for DISC status, 
including the rule that 95 percent of Income must 
be export related. This would not prevent import 
activity, but the income could not qualify for DISC 
benefit. Koteover, a certain amount of Import activity 
■■y be Inevitable and necessary to elfect certain export 
business. Nith regard to export aerTicea performed Cor 
unaffiliated persons, vbile such business should be 
encouraged, I see nothing to be gained from Making it 
a condition of azport trading company status. 
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113 

XOB opposa Stat* oimarthlp of axpoit trading 
coapanias In prlncipla, but what about port 
autlwTltlaa and othat agch antlties? Do you 
oppoaa In prlncipla their ownarship of export 
trading CMpanlaaT And, iriiat Is theca in the 
Conatitution or atatutas to prayent a Stata ttom 
owning a trading coapany? 

In My taatl«ony I pointad out that atata ownarahip 

ot trading coapsnlas could poaa poasibla problaas 

of favoiitiaBi aa wall aa quaationa on laaunlty Eroa 

aotltruat lawa and taxation by tha Fadacal Govarmant. 

tba aaaa pToblaaa would apply to atata-craated antitiaa 

poasaaalngt by vlrtua of statute, or otharwlaa, 

powata or prlvllagaa donlad to privata antarprise. 

In particular, ainca dabt obllgationa of State and 
local govaimant unlta ar* exaapt from taxation, 
asalatanca In th* toim of loan guaranteea to Stata or 
local govarnnent -owned export trading conpanlea will 
raault in a Federal guarantee of tax-exenpt obllgationa. 
n>e Adalnlatratlon and Congreaa have oppoaad auoh 
guatantaad tax-avaKpt obllgationa ainca they would 
ctaata an obligation, coapat* agalnat other >unicipal 
borrowara who do not receive auch guaranteea, and 
tfe inefficient alnce tha revenue loaaaa to the 
Ttaaaucy exceed the Interest rata benefita to tba 
State or local bortowacs. Tax-exe>pt local gDvermaant 
unlta would Include port authorities. 

Although we ar* not aware of any legal bar ^ich 
would prevent statea troa owning export trading co>panl*i 
or other coHaercial concerna, the Adnlnlatration does 
not wiab to actively encourage such ownacshlp. 
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THE SECnETAnr of CUnMERCE 



This lettar Btvpl«>«ntB ny J^tll 3. 19B0, taBtiiiany on S. 
S. S64 with a aoie detailed AdninistEatlon position on an 
exeaption foi export trad* activities. 

As you Xnow, I ceported during ay April 3 tsstlaony that \ 
Adntinlstration had been unable to agrc* on the for> of pai 

by the Juatiee Depactment in the process of certifying cei 
export activities to be extoipt from application of the an) 
InwE. since that tine, extensive consultations among the 
Department, UfiTR. the Justice Department/ and other agenc: 
lea to AdmlniEtiation agreement upon the form o£ that pattiei- 
pation. Accordingly I am pleased to state on behalE of the 
Admin stration that vith the few changes I haue noted below »e 
<K3uld support an antitrust provision for export trade flSSOclations 
and export trading companiea such as that contained n title II of 
the draft comjnittee print of Hay 3, 1980. {The Admin iEtration has 
not yet considered whether the antitrust eienjjtdon should be 
applicable, as pcopoEed in the May 3 print; to individual companies, 
other than export trading c<M^anIes, which i "" "' "" ' 



'ttcipation 
:tain 

:Itrust 



> not part of an export 



1. Th« AdBlnistratlon believas that the Attorney General and the 
Federal Trade Conmisslon should have an opportunity to review 
any certificate that the Commerce Department proposes to isGue 
before that certificate becomes eff-ectlve. This reviev would 
allow for consultations between the Commerce Department and the 
ant trust enforcement agencies in an effort to avoid issuing 
certificates for activities that would have anti -competitive 
effects in the United States. The Commerce Department would be 
free to issue a certificate even if an antitrust a^eiicy 
objected However, when such an objection had formally been 
lodged the antitrust exemption provided for in the cert ficate 
would not taHe effect for thirty days. I have enclosed languiige 
drafted by the AdmlnlBtratlon to Iji^leRent this principle. 

2. The Adninl stration believes that the Attorney General Or the 
Federal Trade Commission should be able to seeK preliminary 
relief during this thirty-day period to prevent the antitrust 
eiteraptlon from taking effect. Normal judicial standards for 
preliainary relief in antitrust cases would apply Therefore, 
the followinq language which appears in other antitrust laws. 
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'Penalng such action, and before final d«ct««, the court 
aay at any ti«e sake auch teiqioiary teatraining order oc 
prohibition as shall be deeaed Juit in the prealMs.* 

In this regard, the provision requiring thirty-day notice befoK 
an antitrust agency Institutes an action tor invalidation is 
inappropriate and should not apply in the case of an action 
brought in any thirty-day period before an eieaption takes 
effect. 

3. In order for the antitrust enforceaent agencies to coMicnt 
knovledgably i^on the coifietltive conaequenccs of granting a 
certificate, these agencies auat have tbe information provided 
by applicants for certlf icatea. flowever, the agencies need thii 
inforsation only where they will actually ba called i^ton to 
I iiwiii III Accordingly, th* follovlng language should be included 
in the beginning of the provision on disclosure of InforMition 
to the Attorney General and the CooBisaion: 

Nhenever the Secretary believes that an applicant Bay ba 
eligible for a certificate, or has Issued a certificate to 
an association or export trading co^any, he shall proaptly 
Hake available all naterlala filed by the applicant, 
associatlm or export trading ca«pany, including 
applications and supploaents thereto, reports of vaterlal 
changes, applications foe aBendments and annual reports, 
and inforaation derived theref to«. . . . 

We are, of course, prepared to assist you or the Comittee in any 
vay in drafting suitable language or in rectifying the >inor 
drafting problems in the current draft coamittee print. 



Secretary of Co^HMrce 



Honorable Adlai e. Stever 
United State* Senate 
Washington, D.C. 20S10 
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Addition of acction 3(b) <3), on paga 25 of dtaft Coaalttv* Prtntt 

'DISABREEMBHT OF ATTORHEY GBHERAL (» COMU55I0H. — Whanavar, 
pursuant to section 4(b)(1) of this Act, the Attorney Canaral oi 
Comisaton has Eoraally advised the* Secretary of dlsagreeaent ulth 
his detaiai nation to issue a proposed certificate, and the Secistary 
has nonetheless issued such proposed certificate or an aaended 
certificate, the exaction provided by this section shall not ba 
effective until thirty days after the Issuance of such cartlficata." 

Addition to section 4(b)(1), page 39 of draft Comlttea Printi 

'The Secretary shall deliver to the Attorney General and tha 
Ccaalsslon a copy of any certificate that he proposes to Issue. The 
Attorney General or Comlsslon Day, within fifteen days theraaftar, 
give written notice to the Secretary of an intent to offer advice on 
the deterDlnatlon, The Attorney General oi COBmlssion Bay, after 
giving such wtlttvn notice and within forty-five days of the tiae 
the Secretary has delivered a copy of a proposed certificate, 
formally advise the Eecretary of disagreement with his 
deteraination. The Secretary shall not issue any certificate prior 
to the eiplration of such forty-five day period unless he has (a) 
received no notice of intent to offer advice by the Attorney General 
or the CoBBlsslon within flftaan days after delivering a cc^y of a 
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proposed caEtlficata, or (b) received any noticed forwil advice of 
dlsagreenent or written confiraatlon that no Coraal disagreeaent 
will be transaittvd fEon the Attorney General and the CoaBisaion. ' 
After the forty-five day period oi, if no nottca of intent to oEfer 
advice has been given, after the fifteen-day period, the Secretary 
shall either issue the proposed certificate, issue an aaended 
certificate, or deny the application. Dpon agreesant of the 
applicant, the Secretary aay delay taking action for not Bore than 
thirty additional days after the forty-five day period. Before 
offering advice on a proposed certification, the Attorney General 
and Cc»aisalon shall consult in an effort to avoid, wherever 
possible, having both agencies offer advictt on any q^llcatifm.' 
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TUCTtMcb Nicies AcnaU 



April 15, 19B0 



The Honorable C. Fred Bergsten 

Assistant Secretary of the Treasury for , 

International Affairs 
Departaent of the Treaaury 
Fifteenth Street at Pennsylvania Avenue. HM 
Hashington, D. C. 20220 

Dear Mr. Bergsten: 

In his testimony before the Subcommittee on Inter- 
national Finance, Secretary Klutznick noted that the Admin- 
istration questioned the necessity tor the DISC provisions 
contained in S. 2379. Both you and Secretary Klutznick 
have indicated to the Subcommifctee that many of the export 
services which would be provided by an export trading 
company vould qualify for DISC treatment under the present 
statute. In order to clarify this point for the record, 
it would be helpful if you would provide the Subcommittee 
with an enumeration of the export services currently eligible 
for DISC treatment, together with an indication of which 
of the 'export trade services* contemplated by S. 2379 
would be ineligible for DISC treatment. During the hearing 
you stated that extending DISC benefits to services exports 
as provided in 8. 2379 would cost $200 to $&00 million in 
gross revenue, and "export trade services" would cost another 
$100 to $200 nlllioD. Please provide for the record the 
assumptions and calculations on which those estimateB are 
baaed. 

Hith respect to the Subchapter S provisions of 
8. 2379, it is my understanding that the Administration 
would support measures to ensure that export trading com- 
panies will not be disqualified fron electing Subchapter 6 
treatment by virtue of export trade activities performed 
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outside th« United States. I also understand, hovever, 
that the Administration takes the position that any 
such Inltiativsa should be included in a coaprehanalve 
revision of the statute. Any clarification you »ay wish 



I am also enclosing copisa of letters I have sent 
to Secretary Klutznick and Governor Hallicb concerning 
the banking provisions in S. 2379. I invite your c 
on those points as well. 

With best wishes. 



Ll^ 
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DEPARTMENT OF THE TREASURY 

WASHINCTOH. B.C. KOZO 

mak' ■ 9 ;,, a 



II: ' 



Deal Senatoc Stavansoni 

In leBponse to your letter of April 15 legarding the 
Adninistration'B testimony on the DISC and Subchapter S 
anendnents of S.2379, the present DISC legislation incluaes 
in its definition of qualified export receipts: 

— Gioss receipts fion the lease or rental of export 
property, which is used by the lessee of sucb 
property outside the United States] 

— Interest on any obligation vhich is si qualified 
export asset, which in turn includes [1} the accounts 
receivable or evidencea of indebtedness arising by 
reason of transactions of the DISC or a related 
DISC and (I) obligations issued, guaranteed, or 
insured, in i4iole or in part, by the Ex-IB Bank) 

. — Gross receipts for engineering and architectural' 
services for construction projects located <ot 
proposed for location) outside the United States; 

— Commissions on export sales; 

— Gross receipts for the performance of managerial 
services in furtherance of the production of other 
qualified export receipts of a DISC. 

Kevenue Code section 993 and the regulations issued -there- 
under . Leasing and rental receipts include those from notion 
picture films and similar property produced in the United 
States. Hsnagerial services would apparently include many 
of the items enumerated in the definition of "export trade 
services- in S.23T9, but would not include trade financing. 
If such financing were guaranteed or insured by the Ex-Im 
Sank, however, it would be a qualified receipt. They also 
■ight not include 'foreign exchange', depending bow thja it 
defined. The present DISC legislation does require that 
such nanagerial services be perfoiaed for a DISC, a restriction 
which S.23T9 would not impose. 
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With respect to Gubchaptec S, th« Treasury ha« connented 
InfoiBBlly upon diaft legislation to ovethaul Subchaptat S. 
nie dcaft would el Inlnate pbu requiccnent that a Bubchapter S 
coipoiatlon derive 20 peccent oi more (not 80 peicent or noie, 
as He >isstatsd In out testimony) o£ its Incone fTO> the 
Dnltcd States. Although we have expreaaed oui reservations 
about certain other piovtaionB of the draft leglalstion, we do 
support overhaul of the Subchapter S rules in general and 

The nethods we used in estlaatlng the tax revenue 
inpact oe £.1379 are Bet forth in an attachaent. Please 
let us know if you wish further amplification of our 

Hy staff has been working closely with the Federal 
Reserve Bank, the Conptroller of the Currency, and FDIC, 
as well as other Ada in i at rati on agenclea in preparing 
responses to the banking questions addreaaed to Secretary 
Rlutznick. Formal lesponsea will be sent to you as soon 
as possible . 



The Bo nor able 
Adlai B. Stevenaon 
Dnited States Senate 
Mashington, D.C. 20510 

Attachaent 
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Explanation of Revenue Eatiiutes for S. 2379 

The Treasury'* revenue estlnates for S.I379 ace exceedingly 
rough and intended only to indicate the order of magnitude of 
the woniea Involved. liore precise revenue estimntea cannot be 
developed because the deflni'tions of 'services produced in the 
United States" and 'export trade services' (see sections 3(b)(3) 
and 3 (b)(4), respectively) are open-ended: each definition 
gives an illustratlvv list, but notes that the definition !■ not 
limited to the illustrations. "Services produced in the United 
States* would include services provided by United States citizens, 
apparently without regard to where the services are performed or 
where the citizens are resident, and services which are other- 
wise attributable to the United States". 

The problem of estimating the revenue effect is further 
compounded by the laclc of published statistics conforming even 
roughly to the illustrative gervlcea listed in S.2379. Our 
estimate of the revenue cos t"exten ding DISC benefits to 'services 
produced in the United States' was based on the Survey of Current 
Business , June 1979, Table 1, p. 34, which shows that total U.S. 
credits for travel, passenger fares, other transportation, fees 
and royalties, and all other private services amounted to 
S27.2 billion in 1978. Unoublished data derived from tax returns 
of disc's whose primary Industry is management, engineering and 
architectural services showed a rate of return equal to 11.8 
percent of receipts. From that we inferred that $3.2 billion 
(11. B percent of 527.2 billion) In service-industry profits might 
have qualified for DISC benefits in 197B had 'services produced 
In the United States* qualified for DISC benefits. Because a 
new DISC can defer 50 percent of its net income from taxation 
and the maximum statutory corporate income tax rate is 4G percent, 
the potential revenue cost In 197B might have been $740 million 
(4G percent of 50 percent of $3.2 billion). Although the value 
of services has probably grown significantly since 1978, we 
believed that a more conservative estimate .of $20a-$S00 million 
was appropriate given the unavoidable difficulties of constructing 
this estimate. 



> impact of extending DISC benefits to 'export 
trade services" was based on our projection that the value Of 
U.S. merchandise exports will be S237 billion in 19B1. He then 
noted that 'export promotion expenses', as defined in the 
existing DISC legislation, averaged 3,2 percent of DISC receipts 
in the most recent year [DISC year 1978) for which data are 
available. Because "export promotion expenses' do not include 
export financing, which 'export trade services' as defined in 
&2379 would, the S7.5 billion obtained by taking 3.2 percent 
Of S237 billion would understate, perhaps substantially, the 
potential magnitude of qualifying export trade services. Making 
the same assumptions as above regarding the profitability and 
tax saving to be realized by corporations providing the specified 
services, the potential revenue cost would be approximately 
5200 million (i.e., 46 percent of 50 percent of 11.8 percent 
of S7.5 billion). Once again, we stated a conservativ*. 'ball 
park- estimate of $10D-S200 million. 
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Senator Stevenson. Thank you, Mr. Secretary. That was a posi- 
tive statement worth waiting for. [Laughter.] 

I think it moves us toward figreement and also action, at least in 
the Senate. If there is no objection and you can wait around a 
little, Mr. Secretary, we will proceed with additional statements 
and then go to questions for all of you. Thank you, sir. 

Did you have time for lunch? 

Ambassador Hormats. Barely. 

Senator Stevenson. Welcome back. 

Ambassador Hormats. Mr. Chairman, the Office of the U.S. 
trade representative strongly supports the position just stated by 
Secretary Klutznick. Ambassador Askew and I have worked closely 
with Secretary Klutznick on this subject because we strongly sup- 
port your objectives, Mr. Chairman, and those of Senator DanforUi 
£ind share a common commitment to strengthen U.S. export per- 
formance. 

Legislation to facilitate creation of export trading companies and 
to modernize the Webb-Pomerene Act can be an important contri- 
bution to an improved U.S. export effort. S. 2379 and revised S. 864 
will strengthen the ability of American firms, peuticularly small- 
and medium-sized firms, to compete more effectively in world mar- 
kets [reading ^m statement]. 

[The complete statement follows:] 
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STATEMENT OP AKBASSADOB ROBERT 0. BORMftTS 

BETORE THE SDBCOHHITTEE OH INTEBNATtONXL PIHAHCE 

OF TBI SBKATE COHHITTEE OH 

BMIKIHG, HOaSINC AND URBAH AFFAIRS 

THURSDAY, APRIL 3, 1980 



Mr. CluiirMUi, th« Offlc« of tha Dniod StatM Trad* 
Kapreaantativa atrongly aupporta the position juat atatad by 
Sacretacy Klutinick. Ambaaaador Aakew and I hav* workad 
cloaaly with Saeratary Klutinick and hi* collaaguaa on thla 
•ubjact bvcauas wa atrongly aupport your objactivaa and 
Bhara a conraon coRnltment to atrangthan U.S. export parformanca . 
I^agialation to facllitata creation of export trading companlaa 
ood to BDdarniie the Wabb-Pontarene Act con be an in^iottant 
contribution to an ii^tovod n.S. eieport effort. S. 2379, 
and raviaad S. SS4 will strengthen the ability of Anarican 
fima — particularly small and niddle-sized firma to connate 
Riora eff actively in world narketa. 

The recent concluded Trade Agreemanta of tha Tokyo 
Round offer important new opportunitiaa to expand American 
exports. They also offer improved aaauraneaa that international 
trade will be conducted on a fair and equitable basis. It 
is important that American business, including firms which 
may not have baen able to take full advantage of export 
opportunities in Che past, be able to respond to this 
greater openness in tha world market. 
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Ho one piece of lagialation can, of couraa. liiAur« 
■tronger U.S. conpatitivaneas. Donaatic aconoaie policlas, 
policiaa of our trading partnara, tha productivity of labor 
and buainaaa, and tha coat of Inputa into tha economic 
procaaa are, in many caaea, determinative faetora. But tha 
government haa reaponaiblllty both to continue to reduce 
diaincantivea which unnecaaiarlly diacouraga ei^orta, to 
vigilantly encourage reduction of barrlera other countries 
impoae to U.S. exporta, aa we did in tha Tokyo Sound, and to 
help D.S. firma cake advantage of tha opportunities of tha 
world market. 

Xour bill, Mr. Chairman, S. 2379, and Sanator Danforth's 
are ii^ortant coneributlona . Both economically and psychologically 
they open new poasibilitiaa for a wide range of con^anias 
which in the past have not been able to take advantage of 
export opportunities. 



Lat me now turn to the need for your bill, Hr. 

For many U.S. firma, foreign marfceta are a forbidding 
terrain — Involving unfamiliar riaka, particular akilla and 
experience, and commitment of time and reaourcea beyond thoaa 
poaaessad by many imallar and ntadium-aiiad con^aoias. Ilia 
enormous effort needed to develop a foreign market ia frequently 
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posBibla for companies which produce in large volunta, but 
prohibitive for coiq>anie8 with smallsr volumes of output. 

The Departmeat of Commerce estimates there are 10,000 
D.S. firms which could export profitably but do not. Host 
of these flcms ace smaller companies located c 



Many of these conpanies do not export simply t 
they do not have the funds to invest in needed market 
development abroad nor the time or personnel to master 
customs documents, shipping, packaging, marketing, and the 
myriad of details involved in exporting. These companies 
need aosteone to market their products for them. They need 
a way to spread among many firms the risks and cost* they 
cannot afford on an Individual basis. 

As proposed by your bill, S. 2379, trading coi^anies 
could pool talent and resources to do market analyses and 
marlcet the goods on behalf of thousands of XI. S. manufacturers. 
Such trading companies have been responsible for much of the 
success of Japan and Korea in selling their products around 
the world. 
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tlM Doited States bmm trodinig c 
for I ^iilll ill bot oaly ia 1 !■! fril ■ 
TlMr* ara also aaall aiqiort aiiiiiji ■am co^u 
Dnitad Stataa. Boiiwer, tba difficnltr in ■ 
floancing to expand aacli low pr ofit aai jl ii * 



a aaall fraetioa of tlia Aaarican oo^paniaa Mbidi coold m^ttct, 
Bsnfc awnacaliip of Export Tcadia^ fiTpaniaa aakAa a-rai labia 
■WW fioancial reaooroaa aa wall aa naw aatMorfca of '-— «— — t 
vith potential U.S. axportera and knovledg* of forai^n — ilial ■ 

Trading ooi^»iii« could provide all export eerric:ae — 
including financing, trsnaportAtion , waralioitaiiig, padcagiag, 
and aaEketing for a diveraified array of prod u c t a in a 
variety of aarketa. Tbey coold offer aaaUer aamifactiirara 
•n Inaxpanatve v«y to export tbeir products abroad. 

Me look forward to working with yoa to halp thaaa 
proposala becoae a reality. 



DigiMzedbyGoOglC 



Mr. HoRMATS. The Department of Commerce estimates, as Secre- 
tary Klutznick indicated, that there are 10,000 U.S. firms which 
cotud export profitably but do not. Most of these firms are smaller 
companies located outside our major cities [reading from state- 
ment.] 

Senator Stevenson. Thank you, sir. 

Secretary Bei^sten? 

Mr. Bergsten. Mr. Chairman, I have no prepared statement. I 
would simply aay that we at Treasury have worked closely with 
Commerce, STR, and the other agencies to try to forge a unified 
and responsive position on this issue. I am here to answer any 
questions that you might care to direct to me. 

Senator Stevenson. You have worked hard, you say, to develop a 
unified position, and you are unified I trust. 

Mr. Bebgsten. That is right. I should have made that even 
clearer. 

Senator Stevenson. Thank you. And Secretary Hinton? 

Mr. Hinton. Mr. Chairman, I am grateful to you, air, for this 
opportunity to appear before this subcommittee in order to com- 
ment on S. 2379, which is designed to facilitate the formation and 
operation of export trading companies. 

I originally asked to testify because of my own personal commit- 
ment emd because of the commitment of the Department of State 
to the expansion of U.S. exports. I am happy tod»r we are unified 
and that it is a privilege to appear in support of^the administra- 
tion's position as set forth just now by Secretary Klutznick [reading 
from statement]. 

[The complete statement follows:] 
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STATEMENT OF THE HONORABLE DEANE R BIVTOH 

ASSI^" SECRETARY OF STATE 

FOR ECL i AFFAIRS 

BEFORE THE SUB"" n~IONAL FINANCE 

OF ■- -EE 0\ 

HOUSING AND DRBAN AFFAIRS 



Export Trading ConpanteB 

I an pleased to have this opportunity to appear 
before this Subcommittee In order to conoeat on S. 2379, 
which la designed to facilitate the formation and 
operation of export trading coDpanles. I hav« asked 
to testify because of my own personal co^aitBent~and 
that of the Department of State—to the ei^ansion of 
U.S. ei^orts. 

Export expansion Is of vital i^fwrtADoe to our 
balance of payments and the strength of our econoay. 
With a 1979 trade deficit of $24.7 billion and a 
projected 1980 deficit of $30 billion, taking Into 
account the Increase in our oil laqport bill fnw $60 
billion to S90 billion a year, our need for strong 
export performance has never been greater. 

Maintaining our ooi^wtltive position in world maritets 
also furthers our broad foreign policy interests. Our 
cOMBitment to on open mrld trading system depends on 
our ability to hold our own in that system. And healthy 
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two-way trade relations provide valuable support for our 
political and security ralationships with other countries. 

Over the coming months and years , the need to promote 
exports will not diminish. He will continue to Eace 
massive oil deficits. And other countries, which import 
more of their oil than we do, will be under more pressure 
to maintain and improve their competitive positions . We 
singly must do more to promote exports. 

I will leave to the representatives of other agencies 
the task o£ commenting on specific provisions of the bill. 
I understand that there aze problems, including such issues 
as the compatibility of possible tax incentives with our 
GATT ccxnmitments and anti-trust considerations. I hope 
the Congress and the Administration working together can 
resolve these matters. For my part, it is clear that 
we need new instruments, such as export trading oiwipanies, 
if we are going to have an effective export promotion 
program. Other countries, notably Japan and Korea, have 
demonstrated hew effective trading companies can be. 
They can be particularly valuable to small and medium- 
sized firms which now shy away from the international 
market because they need help with foreign languages and 
currencies, with unfamiliar marketing conditions, or 
with bewildering regulations and procedures. 
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Mr. Chalnan, export trading coBpanies will obrionaly 
not solve all our problems. The Administration will need 
to push aheaci with other export develt^lng prograns. 
Our export effort will continue to have the full support 
of the Department of State. Bven more iD^>ortant, JUwrican 
business will have to make the effort — and take the risks — 
required to take advantage of new export opportunities. 
Haasuras to facilitate export trading companies would, 
however, b« an important step in the right direction — a 
step that I strongly endorse. 

Mr. HiNTON. Secretary Klutznick has eilready commented on 
specific positions of the two bills before this subcommittee. I recog- 
nize there are problems including such issues as the compatibility 
of possible tax incentives with our GAP commitments and the 
antitrust considerations which the Secretary has reviewed. I am 
conHdent that the Congress and the administration working togetli- 
er can resolve these matters satisfactorily. 

For our part in State, it is clear that we need new instruinents 
such as export trading companies if we are going to have an 
effective export promotion program. Other countries, notably 
Japan and Korea, have demonstrated how effective trading compa- 
nies can be. 

As Ambassador Hormats has pointed out, they can be valuable to 
small- and medium-sized Hrms which now shy away from the inter- 
national market because they need help with currencies and for- 
eign languages, exchange controls, nnfflmiliar marketing or the 
bewildering array of regulations. 

Mr. Chairman, I am under no illusions. Export trading compa- 
nies will not solve all of our problems. The administration will 
need to push ahead with other export development programs. We 
will need your continuing support. You can be certain as we move 
ahead of the full support of the DepEirtment of State. 

Finally and perhaps most important of all, Americtm business 
will have to make the effort and take the risk required to take 
advantage of the new export opportunities that I am hopefiil the 
Government can provide. Measures to facilitate export trading 
compzmies would, however, be an important step in the right direc- 
tion, and it is a step that we in State strongly support. 

Thank you very much. 

Senator Stevenson. Thank you, sir. The conventional economic 
wisdom: balanced budget and minor credit controls could become 
an excuse for doing nothing to attack the underlying structural 
causes of inflation and economic stagnation. These complementary 
measures are aimed at the declining competitiveness of the United 
States in a highly competitive interdependent world. As such, they 
go straight to the principal cause of inflation and economic a' 
tion. 
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So I am encouraged, not only by the administration's support of 
this measure — and I agree that many more are needed to address 
the cause of economic weakness — but also because it does indicate 
that we may not content ourselves with the conventional economic 
wisdom. 

Now there are a few loose ends to tie up. We won't get them all 
tied up today, but I am confident on the basis of what you have 
said that they can be tied up. 

There are a couple of issues that I would like to raise and see if 
we can't get them wound up today or at least get positions — the 
administration's position clarified. 

With respect to antitrust — this is really more in Senator Dan- 
forth's bailiwick than mine — you are supporting the certification 
procedure, and I think that is probably enough. I understand, 
though, that you 80*6 supporting a certification procedure wit^ 
respect to entities and not individual transactions. 

Secretary Klutznick. That's correct. 

Senator Stevenson. It is the entity that gets the certification, 
subject of course to decertification if its activities weren't consist- 
ent with its certification. 

Secretary Klutznick. That's correct. 

EUGIBIUTY FOR DISC TBEATHENT 

Senator Stevenson. Now you made some comments about the 
eligibility of services for DISC treatment. Now I wasn't too clear 
from the testimony what services would be eligible and what would 
not be eligible. Is this a distinction that already exists in the law 
that would be carried over for trading companies? 

Secretary Klutznick. We are talking rather about tax treatment 
when it comes to DISC. 

Senator Stevenson. That's right. 

Secretary Klutznick. We are not recommending an amendment 
to DISC. As a consequence, we are not expanding for budget rea- 
sons the possibilities of substantial losses of revenue. Therefore, 
that which is not presently included in DISC, as I understand our 
present approach, would not be in there. In other words, DISC 
would prevail as it is, and the tax beneHts would be limited to the 
exporting companies that DISC would qualify, that they would 
qualify under DISC as it is without expant^g it. 

Senator Stevenson. We said all services would be eligible. You 
say that some services would be eligible. The determination as to 
which would be made under existing laws and r^ulations, if I 
understand you correctly. 

Secretary Klutznick. At the present time, DISC treatment is 
available to services which are ancillary to goods exports in addi- 
tion to architectural and design work and export m£uiagement 
services. Extension to service exports generally is likely to be very 
costly in terms of t£ix revenue. In other words, what is presently 
available under DISC would continue to be available. 

Mr. Bergsten. If I might just add, DISC now defines the term 
"qualified export receipts ' to include a number of services transac- 
tions. I might tick them off just to indicate what those are. It's 
receipts for engineering or architectural services for construction 



projects located outside the United States, which is a very impoi> 
tant component of a number of trade transactions. It includes 
commissions on export sales, which is obviously an Important thing 
in setting up the export trading companies. It includes services 
related and subsidiary to the corporation's own export sales or the 
sales on which it earns the commission. That leaves some scope for 
definition of a particular case, but it gives a fairly broad coverage. 

It includes managerial services provided to another DISC, which 
under Treasury regulation includes services such as export market 
studies, provision of shipping arrangements, and contacting poten- 
tial foreign purchasers. So that has got a lot of the elements in it 
that you are trying to cover. 

It covers the interest earned on any qualified export asset which 
is held in the DISC itself So whereas it is true that this list doesn't 
include all export trade services that are contemplated in S. 2379, a 
number of very important services transactions are included and 
would go, I think, in at least a significant direction toward covering 
the kinds of items that you want us to cover. 

Senator Stevenson. I want to recognize and thank Senator Dan- 
forth for the msyor contribution he has made to this effort. His bill, 
which in itself is important, has also been instrumental in resolv- 
ing one of the stickiest issues with respect to tradit^ companies. 

Senator Danforth? 

Senator Danforth. Mr. Chairman, thank you very much for 
letting an interloper be a part of your hearing on this. 

Senate bill 864 is a bill which is of keen interest to me. I 
introduced it on the 4th of April a year ago. Tomorrow is its first 
birthday. I have been keenly interested in what kind of birthday 
present it would get from the administration. Frankly, I was hope- 
ful for a little more than I got. 

I would like to address some questions to Secretary Klutznick, if 
I may. 

DETAILED STATEMENTS TO CX)HMERCE DEPARTMENT 

Mr. Secretary, in your prepared statement, you talk about the 
procedure that "the administration foresees for amending the 
Webb-Pomerene Act" and just itemize the points one at a time. 
You say that one or more companies would present to the Depart- 
ment of Commerce a reasonably detailed statement of what export 
activities are planned as a foreseen component of the bill is identi- 
cal to S. 864, is it not? 

Secretary Klutznick. Yes. 

Senator Danforth. And then you say that applicants could be 
construction companies or companies selling otiier services. An 
applicant or applicant group could also include an enterprise that 
plans to coordinate the export efforts of others with marketing, 
financing, and other assistance, and that would buy the merchan- 
dise of these companies for export. That is also identical with the 
provisions of S. 864; is it not? 

Secretary Klutznick. I don't have it before me, but that is my 
recollection. 

Senator Danforth. If you would take my word for it. 

Secretary Klutznick. You would know better than I, Senator. 
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Senator Danforth. And you say certification would be deter- 
mined on the basis of statutory standards by the Commerce De- 
partment, with the participation of the attorney general. Joint 
activities would be certified only if they would help promote export 
trade and would not likely result in a substantial lessening of 
competition in U.S. commerce. Modifications in the applications 
would conform it to the standards. With conformance would be 
suggestions we might place limits on the number and kinds of 
customers that could be added before the applicant would have to 
nie for an amended certification. 

In short, we would have a flexibleprocess that could be tailored 
to the particulars of any situation. That is also identical to S. 864; 
is it not? 

Secretary Klutznick. I have asked for a copy of the bill. I would 
assume — it is your lemguage, and therefore if you say it is, I would 
assume so also. 

Senator Danforth. Then you say once certification was granted, 
the certified entity would be exempted from antitrust liability for 
the activities described in the certification; the immunity would 
not extend to activities not covered in the certitication. That also is 
identical to S. 864; is it not? 

Secretary Klutznick. It sounds that way to me, sir. 

Senator Danforth. And you say the Department of Commerce 
could revoke the certification if the entity's activities ceased to 
conform to the statutory standards. That is also identical to S. 864; 
is it not? 

Secretary Klutznick. Yes. 

Senator Danforth. And finally, the attorney general smd the 
Federal Trade Commiaslon would be empowered to seek decertifica- 
tion on their own initiative. That also is identical to S. 864; is it 
not? 

Secretary Klutznick. Yes. 

Senator Danforth. Mr. Secretary, are you here to speak for the 
administration? 

Secretary Klutznick. I have been instructed to do so. 

Senator Danforth. Does the administration or does it not en- 
dorse S. 864? 

Secretary Klutznick. Well, with some modifications, of course. 
But, in the main, the references that you make, we do. 

Senator Danforth. The administration does endorse S. 864, with 
some modifications? 

Secretary Klutznick. Yes. 

Senator Danforth. Would you please tell me what those modifi- 
cations would be? 

"consultation" vs. "participation" 

Secretary Klutznick. In the main, there has been no complete 
agreement on the certification process. The language used is not 
"consultation"; it is "participation" of the Attorney General. I 
think your proposal has "consultation." The word we have is "par- 
ticipation." 

Senator Danforth. What do you mean the word you have is 
"participation"? 



Secretary Klutznick. In my statement, the word we have used is 
"participation." 

Senator Danporth. So that is a substantive difference, in your 
opinion? 

Secretary Klutznick. It could prove to be such, as the statutory 
provisions are broadly drawn. "Consultation" and "participation ' 
may not mean the same thing. 

Senator Danporth. What other changes or alterations do you 
have? 

Secretary Klutznick. I think that's about it, Senator. 

Senator Danfosth. That's it? 

Secretary Kutfznick. Yes, 

Senator Danporth. Why didn't you simply flatly endorse S. 864? 

Secretary Klutznick. Senator, we have been 2 weeks in discus- 
sions on this matter, to achieve what we had. If we had another 
week, we might have worked it out. As it is, we have to work out 
some of the details in the statutory provisions, which we can 
do 

Senator Danporth. Who has a problem with the difference be- 
tween "participation" and "consultation"— who in the administra- 
Uon? 

Secretaiy Klutznick. I don't know that we will end up having a 
problem. We just haven't had enough time to finish it. 

Senator Danforth. Mr. Secretary, let me tell you my under- 
standing of what I thought and hoped was going to happen today. 
We, in my office have been working with various officieds in the 
administration to attempt to tie down a definite and unequivocal 
commitment to endorse S. 864. And we had one relatively, I think, 
minor — well, it wasn't minor; it v/aa of some significance — but one 
item of controversy that we were negotiating with the antitrust 
division of the Justice Department on. And we worked that out 

And I had on my schedule for 2 o'clock this afternoon a meeting 
with administration officials. It was my understanding that at that 
meeting the administration was going to take the position t^t, 
having worked out the one remaining wrinkle — which was not, by 
the way, "participation" or "consultation" — having worked out the 
one remaining wrinkle, that the administration would testify 
before Senator Stevenson with an unequivocal endoiBement and a 
strong statement of support of S. 864. 

Now, instead of that, you say the administration foresees — and 
then you set out my bill. Quite frankly, I am surprised that there is 
any equivocation whatever. But it is my understanding that some- 
time late yesterday you or someone else in your department called 
up somebody in the Justice Department and said, Wait a second. 
We know you have worked it ^1 out, but hold the horses." Is that 
right? 

Secretary Klutznick. Senator, you know, this is the se(»nd day 
that I have testified on something where I am told that something 
happened. I only report what I know happened. We have paid 
tribute to your bill because it deserves tribute. I wilt not give 
testimony that my department is sure is not completely accurate to 
any committee. 

Now, I don't know what discussions you had with whom, but I 
think it is decidedly unfair to suggest that I was bound by those 

r;,-,'..dl..;L.tH")t^lC 



301 

discussions. I don't know what they are. I know that our people 
worked late last n^ht in order to arrive at the language that's 
here, with the interested f^encies. 

You have heard a complete endorsement here of all of the princi- 
ples that are involved. I would think we have made tremendous 
progress in this period of time, and I am somewhat surprised to be 
told that someone else in the administration has agreed to some- 
thing else on the provisions which I discussed. I don't know who 
they are. Senator. And I can only speak for what I know. 

Senator Danforth. Does the buck ever stop in the Commerce 
Department? 

Secretary Klutznick. The buck stops here. And Senator Steven- 
son knows it full well. I called him 2 weeks ago and said we were 
going to try to work this out, could we have that time. He gave us 
the time. It would seem to me that we used that time rather 
constructively. 

COOPERATION A ONE-WAY STREET 

Senator Danforth. Mr. Secretary, I tell you rather frankly, I 
hope I am not sounding paranoid to you, but my experience with 
the administration is that cooperation is purely a one-way street, 
that the administration is forever coming around to my oflice 
asking me to support this, that, or the other thing, but to get an 
unequivocal endorsement from the administration on something 
that is important to me, which I happen to introduce, not a day or 
two ago but a year ago tomorrow, is almost like pulling teeth. 

And frankly, I don't understand it. I don't understand the failure 
to come to my oHlce at 2 o'clock and make a firm and unequivocal 
statement of support. Nor do I understand the failure of the admin- 
istration to do that at 3 o'clock in this subcommittee hearing. 

It seems to me that this is a matter that has been hashed over 
and over and over again, that our ofiice has talked to not only the 
Commerce Department but the Justice Department, STR, about 
these provisions, that this is clearly the way to go in eunendii^ 
Webb-Pomerene. 

Now, as I say, I hate to be paranoid about it, but my immediate 
concern was. Oh, no, here is a Republican Senator introducing a 
bill and the administration pulling its punches for that reason and 
that reason alone. 

Senator Stevenson. Will the Senator yield? 

Is your position with respect to the Senator's bill any difTerent 
from your position with respect to my bill? 

Secretary Klutznick. No. 

Senator Stevenson. Whatever your position is, Mr. Secretary, I 
am grateful for it. 

Secretary Klutznick. Thank you. Senator. 

Senator Danforth 

Senator Danforth. Is it the same degree of support for S. 864 eis 
for the other one? 

Secretary Klutznick. If you will read the end, I have even got 
your name in there. [Laughter.] 

Senator Danforth. I am not interested in your name. 
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Secretary Klutznick. The only thing— listen, I am perfectly will- 
ing to be as patient as you want me to be. But to suggest that the 
only reason that we have not given you what someone gave you at 
2 o clock yesterday — and you haven't even told me who that some- 
one WEis, at 2 o'clock — when we were working yet at 9 o'clock last 
night on this, is because you are a Republican Senator, then you 
didn't hear me read your name. I don't think that's fair, Senator, 
frankly. 

Senator Danforth. Well, Mr. Secretary, I tell you, I don't know 
what the situation in the administration is. This is hardly an 11th- 
hour bill. It has been around for a year now. There has been ample 
opportunity to analyze it, and I was looking forwiird to a fiim and 
unequivocal endorsement of this bill. And I don't know whether I 
have got it or not. 

Now, is "participation" and "consultation" — is that distinction, is 
that the only problem we have? Is that the only difference? 

Secretary Klutznick, That is apparently the only one we have 
between us. There are other problems I called attention to in 
Senator Stevenson's bill where we don't agree. 

Senator Danforth, I am just talking about S. 864. Is that the 
sole problem? 

Secretary Klutznick. That's the only problem we have. I think it 
is soluble. 

Senator Danforth. If we can resolve that problem — and I have 
not studied that one — but if we cein resolve that problem, then, 
speaking for the administration now — Eire you speaking for the 
administration — willing to endorse and support S. 864? 

Secretary Klutznick, We have sfdd so, and I see no reason why 
we shouldn't continue to say so. But I would call your attention to 
the fact that the two bills involved here are both interrelated. They 
have to work together in the sense of providing what we need in 
the Held. Consequently, I would assume the beet thing to do is to 
have the staffs get together and go over any questions that are 
unresolved that appear to be unresolved. 

As far as the Danforth bill is concerned, we have not resolved 
the one issue. 

Senator Danforth. That is the only issue? 

Secretary Klutznick. That's the only one I know of. 

Senator Danforth. Are you taking the position that S. 864 — I 
am not quarreling at all with S. 2379, but it is a different subject — 
are you taking the position that unless there is a S. 2379 or 
something comparable to it, there can be no S. 864? 

Secretary Klutznick. I didn't say that, and I am not prepared to 
comment on anything other than what I have said, which is the 
administration's position. We have said that we are in favor of 
establishing exporting trade companies and trading companies 
under the conditions and modifications of Senator Stevenson s bill. 
And we have mentioned particularly, as put forth under the Dan- 
forth bill. 

Senator Danforth. That is the trading company issue, and the 
Webb-Pomerene issue, if they are both related to encouraging 
Americeui businesses to export. But they are two different issues. 

Now, are you tieing in S. 864 somehow to the success of S. 2379? 
Are you willing to support S. 864 on its own merits? 
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Secretary Klutznick. I stand on my statement as I have given it, 
as the administration's statement. You must understand— you have 
been here long enough and this bill has been here long enough — 
that the language in that statement was carefully drawn. I have 
said everything that the administration — all of us — agreed should 
be said in support. And it seems to me that we are down to next to 
nothing, and I don't understand, frankly, why we should be 
charged with some information you got at 2 o'clock yesterday, 
when we were still working at 9 o'clock last n^ht. 

Senator Danforth. I don't understand what the some informa- 
tion was I got at 2 o'clock yesterday. 

Secretary Klutznick. Information that was different from what 
this is. 

Senator Danforth. Not any information; just trying to work out 
mutual understanding between the admini^ration and a Member 
of the Senate. That's no information; that's simply trying to work 
things out. And we thought we had it worked out. 

Secretary Klutznick. I am saying to you that at 2 o'clock yester- 
day we were still at work and we didn t finish until 9 o'clock last 
night. And this represents the finished statement. And I think it is 
clear. I frankly thought you would say it is quite an achievement. 

Senator Danforth. Thank you, Mr. Chairman. 

Senator Stevenson. Senator Heinz? 

Senator Heinz. Mr. Chairman, thank you. 

Mr, Klutznick, I listened very carefully to your dieilog with Sena- 
tor Danforth. I sponsor both his bill and Senator Stevenson's bill, 
and I have got to confess I don't understand what your position is. 
I understand exactly what is in your statement, but I don't under- 
stand what your position really is. 

TRIGGER PRiaNG MECHANISM 

I had the same problem last night when we had a discussion 
with you in front of the Steel Caucus, where I asked you a very 
simple question about the trigger pricing mechanism and the re- 
quest by specialty steel companies to come in under the trigger 
pricing mechanism. And you said that, well, if there is no trigger 
pricing mechanism for basic steel, there can't possibly be one for 
specialty steel, even though we are talking about different items 
and trigger prices apply item by item, not company by compemy or 
country by country. 

Now, I think it you are going to have the kind of working 
relationship that I think you would like to have with the Senate or 
with the House, with Senator Danforth or anybody else, frankly, 
you are going to have to be a lot clearer smd a lot less difficult for 
us to figure out, because that is twice in 24 hours I have run into 
the same thing. 

Secretary Klutznick. Could you get the record for yesterday and 
see if I said what you just quoted I said? 

Senator Heinz. There was no record taken yesterday. There was 
no transcript. 

Secretary Klutznick. I didn't know. 
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Senator Heinz. Mr. Hormats was there and I am sure he listened 
very carefully to it. You may consult with him or my staff if you 
are in doubt. 

Secretary Klutznick. I think I know what I said on specialty 
steel and I said very clearly that sin(» there was no trigger price 
mechanism — that part is correct — we were not considering special- 
ty steel. If it is reinstated, we would review the position on special- 
ty steel. 

Senator Heinz. Then I asked you if that wasn't in effect a "no" 
and you said, "no, it is just what I said." And you played games. 

The fact is that the trigger pricing mechanism can be imposed 
for some products that are only made by specialty steel companies, 
and what you are doing, whether you want to admit it or not, is 
you are saying we're only going to have trigger pricing on basic 
steel and until we have that we won't have it anyplace else, if 
indeed we ever have it anyplace else. But you wouldn't come out 
and say that. 

Secretary Klittznick. I came out to say that I hoped if we had 
trigger prices we could reconsider that item, and that wasn't 
enough. 

Ambeissador Hormats. May I make a comment on that, sir? I 
think what the Secretary said yesterday reflects the policy Uiat we 
are trying to pursue. We have these seven miyor cases that the 
Secretary s Department Is trying to process. It takes an enormous 
amount of time and a large number of people to do it. 

At the same time there are a number of complications relating to 
specialty steel which you are quite aware, such as the large 
number of sources. We don't know the most efficient source. There 
are lots of varieties, 60 or 70 some at a minimum. At this point in 
time we are reviewing it, but as a result of the existence of these 
cases and the need to process them, it is extremely difficult to 
contemplate adopting a trigger price system. 

Senator Heinz. Specialty steel has as much relevance to the 
cases filed by U.S. Steel on basic steel as Senator Danforth's bill, S. 
864, has to S. 2379. That is the whole point. You are doing the 
same thing all over again exactly. 

Ambassador Hormats. There is no question but that steel is not 
the same as carbon steel. It is a question of the burden on the 
Department of Commerce, which is trying its best to respond to 
these cases and do a lot of other things, and the matter is still, as 
the Secretary said, under review. A final decision has not been 
made in the negative. I think that is the important point. 

PRIVATE CREOrr MARKET 

Senator Heinz. Let's try for a minute to see if we can't get down 
to cases on Senator Stevenson's bill, S. 2379. Let me addrees you, 
Mr. Secretary. Mr. Klutznick, in your testimony you supported 
deletion of the provision for guarantees for inventories, because the 
private credit market already has adequate funds to provide for 
broad-scale financing of inventories without Federal participation. 

On what surveys or reports did you rely in coming to that 
conclusion? 

Secretary Klutznick. Are you referring to the first paragraph? 
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Senator Heinz. Yes, "The private credit market has already— 
already has adequate funds to provide for broad-scale financing of 
inventories without Federal participation." 

On what do you base that? 

Secretary Klutznick. This came out of the discussions among 
ourselves, the banking authorities, and the Treasury. I am not an 
expert on available funds, and this is a conclusion that the admin- 
istration has reached based on that. 

Senator Heinz. This is a current credit market. I am just won- 
dering who you talked with at this point in time that would say 
that there is adequate financing for anything. 

Secretary Klutznick. We talked to the Federal Reserve, we 
talked to the Treasury. 

Senator Heinz. You talked to the Federal Reserve? 

Secretary Klutznick. Yes. 

Senator Heinz. Did you talk to anybody else? 

Secretary Klutznick. We talked to the Treasury, but not to Mr, 
Bergsten. 

Senator Heinz. Mr. Secretary, could I respectfully suggest that 
you broaden the consultation and participation in this instance to 
go beyond the Federal Reserve and ask whether or not banks — ask 
some of the banks, perhaps, whether or not they have ever or 
would ever engage in this kind of financing. My indications are 
that they won't. 

Senator Stevenson. That is why we put it in. This went in long 
before the current credit crunch. It just has not been the practice 
of American banks to finance inventories. I don't know why. But 
we are up against, have been before the credit crunch, a deeply 
rooted practice in the banking fraternity here that we are trying to 
do something about by this measure, which would permit gueu-an- 
tees and cooperative financing with the Exim Bank. One of the 
purposes was to try to get the banks started finemcing. 

Ekcuse me. 

Senator Heinz. Thank you, Mr. Chairman. 

Secretary Klutznick. As far as any money being available today 
for almost any kind of venture, I am fully aware that it is very, 
very restricted for a variety of reasons. I have carried the state- 
ment here as representing the best judgment of those in the know. 
I will be glad to reexamine the question. That's all I can say. 

Senator Heinz. My only request. Secretary, is that you direct 
somebody in the Department to consult a little bit more broadly 
with some of the financial institutions. You come from a great city, 
Chicago, with great banks that are internationally active. Perhaps 
there are one or two of those people you could rail personally on 
the phone. 

Secretary Klutznick. I will be delighted to. I can call them on 
the phone very easily. I owe them enough money. 

Senator Heinz. I sympathize. 

Secretory Klutznick. Thank you. 

Senator Heinz. I will direct this question to Mr. Bergsten, Secre- 
tary Klutznick's testimony, where he is speaking for the adminis- 
tration, the testimony recommends against extending DISC to the 
export of all services and to services provided U.S. firms, to export 
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trading companies. And he has listed several reasons. The first 
seems to me to be very short-sighted. 

TAX REVENUE REDUCTIONS 

Your concern is this provision would reduce tax revenues. How- 
ever, if this move does encourage an increase in exports, isn't this 
likely a shortfall in revenues that wouldn't even otherwise occur, 
and in the long run the Treasury would really be better off to 
incur a shortfall on business they wouldn't otherwise have if they 
didn't encourage what they count as a shortfall? 

As a matter of fact, there is information, Mr. Bergsten — I am 
sure you are familiar with it — from the Congressional Budget 
Office that suggests that $1 billion worth of exports is worth about 
40,000 to 50,000 jobs, and that employing that many people is 
worth about $1 billion to the Treasury Department, which I know 
you represent faithfully Emd well. 

Really, how much of a reduction net in tax revenues would be 
created here? 

Mr. Bergsten. Well, we have tried to do an analysis of the gross 
impact first on tax revenues of the services provisions in the bill. It 
is tough to do because we don't have data on the same categories as 
are provided for in the bill itself. We do come up with a rough 
estimate that if you extend the DISC benefits to "services produced 
in the United States," across the board, going beyond the extensive 
list of services that eire now covered under DISC, you would get a 
gross revenue cost on the order of $200 million to $500 million. 

And if you extended it to "export trade services," you might get 
another $100 million to $200 million. 

Now, if you would like, what I can do is go back to our original 
analysis, give you the numbers on gross exports from which this 
derives, and then calculate bfick through to the gross tax receipts 
that would be generated, and then trade them off" one against the 
other. 

Senator Heinz. I think that would be extremely helpful. 

Mr. HiNTON. I wonder if I could intervene, not on the revenue 
point, but it is my understtmding there is an additional considera- 
tion in the administration's position. We have subscribed as a 
principal trading country in the Tokyo Round negotiations to 
GAIT code on some of these that are countervailing. DISC was em 
issue there. Many of our trading partners view DISC as an unwar- 
TEmted export subsidy. We defend this. 

It is my understanding that the extension to further coverage, as 
suggested in Senator Stevenson's bill, could indeed be challenged 
internationally as possibly not compatible with our conunitment, 
even though there is a revenue consideration. 

Senator Heinz. You think the Japsmese lire in a position to call 
the kettle black. 

Mr. HiNTON. I think if we are to successfully limit, as we are 
trying, their subsidy practices, that we should be in conformity 
with the international rules of the game, yes, sir. 

Senator Heinz. You think the Japanese are going to come 
around in their trading companies? And you know they are not 
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going to keep prices high when they bring things in, keep them low 
when they send them out. 

Mr. HiNTON. I have no illusions about the Japanese, Senator. 

Senator Heinz. Free enterprise, no Government support. 

Mr. HiNTON. It is an economy with aggressive competitors and it 
is one also that we like to have in international rules. We negotiat- 
ed the rules. They have subscribed to certain rules. We are deter- 
mined in this administration to hold them to those rules. And I am 
suggesting to you that it is an additional consideration that we 
observe the rules if we expect others to, and if we are going to act 
against them if they don't observe the rules under that code. 

VALUE ADDED TAXES 

Senator Heinz. That is an interesting point of view. You m^ht 
compare DISC to the rebate of value added taxes. Do you believe 
tiiat what we are proposing here is anywhere near the kind of 
export subsidy that the rebate of value added taxes, which is preva- 
lent, widespread, omnipresent with our major trading partners — I 
am thinking particularly of the Western Europeans — you have 
maintained that DISC is in any way equal or up to the depth of 
those subsidies represented by VAT rebates? 

Mr. HiNTON. That is a very complicated subject indeed. 

Senator Heinz. No doubt. I wouldn't want to answer that ques- 
tion either. 

Mr. HiNTON. I was goii^ to try to give you one answer. It 
probably will not be fully satisfactory, but I think it is important. 
Whatever my beliefs are about value added taxes — and I have some 
very strong ones — it so happens that under the international rules 
of the game to which the United States subscribes, they are legal. 

Senator Heinz. And? And? And add the rest of the sentence, 
please. 

Mr. HiNTON. And under the international rules of the game, that 
the extension of DISC beyond its present covereige would be a 
subject 

Senator Heinz. That is not exactly what the administration 
maintEiined all last year. I had the dubious distinction of serving on 
both this committtee and the Senate Finance Committee and we 
asked— Senator Ribicoff added, I asked, Senator Danforth tisked: 
"Is there anything in here that, in any way, shape, or form, will 
make DISC inappropriate, wrong, will be in conflict?" 

And the answer was — imd you can look it up in the hearing 
records — time fifter time: "No.' 

So, I am a little surprised. 

Mr. Hinton. With due rrapect, I don't see anything inconsistent 
with what you havejust said and what I was trying to say. 

Senator Heinz. Then why can't we extend DISC? We are not 
deepening DISC; we are just broadening it. 

Mr. Hinton. I think that is the difference. The difference is 
between something which existed, we protected in the course of the 
negotiations, and where we gave, as I understand it, some obliga- 
tions that we would not extend it further. And I am making that 
point to you. 
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Senator Heinz. I would just like to state that, to the best of my 
recollection, there was never any qualification offered by even Mr. 
Bergsten, who I think was there on occasion in those hearings, that 
a broadening or change of the breadth of DISC would ever be 
questioned. And I would love to stand corrected on that, but I don't 
think you will find that in the hearing record. 

Ambassador Hormais. I think that we have gone over this fairly 
carefully, and it strikes me that what Fred Bensten said earlier in 
listing the various existing components of DISC— that this really 
gives these trading companies a tremendous breadth and scope Era* 
activity, 

I think, in our judgment, one needn't get into the DISC issue. 
The DISC is now accepted in a sort of implicit way by other 
countries. 

I think the key point here is that the qualified export receipts 
that are eligible should give these trading companies a substantial 
amount of scope for operation, and I don t think we really need to 
hit that issue directly to make these companies work effectively. 

Senator Hmnz. Thtuik you, Mr. Chairman. 

Senator Stevenson. Senator Danforth. 

Senator Danfobth. Mr. Secretary, as indicated, I was taken by 
sUTprise by this new position on "participation" or "consultation.' 
Who raised this question? 

Secretary Klutznick. The question wets discussed between the 
attorney gener^. Department of Commerce, and others that were 
involved from time to time, including the U.S. trade representative. 

Senator Danfobth. This has been a change in Administration 
position. Who determined to mEike it? 

Secretary Klutznick. This statement here was a change? 

Senator Danfobth. As I understand it, your sole problem with S. 
864 is that — and I Eim referring to your statements— "Certification 
would be determined on the basis of statutory standards hy the 
Commer^ Department, with the peuiicipation of the Attorney 
General." 

This word, "participation," as opposed to "consultation," as I 
understand it, is the sole problem that you have with S. 864. Is that 
correct? 

Secretary Klutznick. That's what I have said. 

I am getting more advice here than I really need. [Laughter.] 

The simple fact is. Senator — and you are much too sophisticated 
not to understand it — that there has been a change in the position 
of one of the agencies involved. And we have been engaged in a 
discussion. It is not the Department of Commerce that was in- 
volved. 

Senator Danfobth. Is it the Justice Department? 

Secretary KLtnzNiCK. They are the ones who will have to ulti- 
mately decide it. And we have made great progress, and I think we 
are close to an agreement. 

"ALICE IN WONDEELAND" SITUATION 

Senator Danfoeth. Well, you know, it is truly an "Alice in 
Wonderland" situation when, last September, the I^puty Assistant 
Attorney Genertil, the Antitrust Division, comes before this sub- 
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committee' and testifies on this bill and takes the position — cuid if 
you have it in front of you, it is on page 153— takes the position, as 
I read it, that, given a need test, which is what we just worked out 
with the Justice Department, and given consultation in the devel- 
opment of administrative regulations to be promulgated by the 
Secretary of Commerce, that satisfies their requirement. 

Now, the need test is precisely the thing that we have been 
working on for the last few days. So, we have been working on 
exactly what the Deputy Assistant Attorney General, Mr. £wing, 
stated before this committee, this subcommittee, last September. 
And there was no understanding ever by einybody that, on a case- 
by-case certification basis, the Justice Department was going to get 
involved in signing off on each individual certification. 

Secretary Klutznick. Senator, i wasn't here last September. I 
read this. I can tell you what happened in the last 48 hours. 

Senator Danforth. Ple2ise do. 

Secretary Klutznick. There have been discussions with that po- 
sition so that it is not now eicceptable. That's all. We are in the 
midst of changing it, I think. Senator, it's an "Alice in Wonder- 
land" for me, too. [Laughter.] 

Senator Danforth. Mr. Ewing — he is here, I understand. I am 
not sure I know him. 

Senator Stevenson. Mr. Ewing, would you stand up, please? 

Mr. E)wiNG. I am here. I am not authorized to speak at this point 
for the administration. The Secretary is speakii^ for the adminis- 
tration. With deference to the Senator, I think I will continue to let 
Secretary Klutznick speak. 

Senator Danforth. Well, you know, Mr. Secretary, when you do 
business with somebody, eventually you come to the point where 
you think you have things worked out and you can count on what 
they tell you. And the problem with this administration, in this 
matter and so many others, is that all of the time you are telling 
me that you have your fingers crossed. Now here is a new change 
in position, deviation, which we are told about right here and now 
by you in answer to my question, when we thought that over a 
lengthy period of time, working with the Commerce Department 
and the Justice Department and STR, we had worked out all the 
problems of this bill. You now take a position which is flatly 
contrary to the position taken by the Justice Department in Sep- 
tember and tell me, "Oh, by the way, we have changed our view." 

Se<Tetary Klutznick. Senator, I told you only one thing: This 
represents the administration position. 

Senator Danforth. Today. 

Secretary Klutznick. Senator, it represents the administration's 
position. I did not make any deal with you or cmyone else. I have 
told you forthrightly what that position is. I can't chaise it for 
you, no matter how much you preach to me about the fact that you 
had a different deal. 

I said to you also that we are trying our utmost to simplify this 
situation. I don't think we will have any trouble with it. Now, I 
think that should be all that I can tell you. 
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Senator Danfosth. It is not just simplification; it is a basic, 
substantive change, as I understand it. 

Secretary Klutznick. I CEUi't do anything more than to do what I 
have done. If you disagree with it, as you do, I can't help you. I am 
telling you the truth. Do you v/ani something else? 

Senator Danporth. No, Mr. Secretary. I tell you what I do want: 
I want an administration which will stick by its word, which will 
tell you one thing one day and remain true to its word the next 
day and the day after, and which will not desperately shift its 
position from one day to another. I think that is a very serious 
problem we have, and I am not the only one who is experiencing it. 

And I would like sometime for the administration to say some- 
thing £md say, "We are going to stick by this, and we are going to 
go over to the House and stick by it, and we are going to the 
Senate and stick by it, and we are going to go to conference and 
stick by it," and not suddenly chfuige a position in the middle of 
the ^me. And that is precisely what you have done today. Not 
even in your testimony, in answer to my question to you. 

Secretary Klutznick. Senator, I am awfully sorry. You made 
some sort of agreement with somebody who apparently is not here. 

Senator Danporth. Testimony before the subcommittee in Sep- 
tember. 

Secretary Klutznick. I am sorry, sir. We now have a total com- 
mitment on every phase of the Exporting Act in your bill. We have 
presented it fairly, honorably, and I am prepared to sttmd by it. 
And if you have some complaint against someone, you ought not to 
have it against the people who presented it. 

Senator Danforth. Who is the administration, Mr. Secretary? 
Do we have to confer with every one of two-plus-million Americans 
to get anywhere? I mean, where does the buck stop around this 
place? You say it starts with you. Who does it stop with? 

BUCK STOPS HERE 

Secretary Klutznick. I was bom in Missouri, too. Let's under^ 
stand where the buck stops. On this one, the buck stops with me. I 
made this statement. I was bom in Missouri, and I know where the 
buck stopped with tmother Missourian, Eind it stops with me here. 

Now, I don't think. Senator, with all due respect, that your 
complaint against this statement is not related, except to an item 
which you have a different understanding on at one time. Iliis is 
the total statement supported by all of the interested parties. 

Senator Danforth. Mr. Klutznick, can we at least understand 
this: That henceforth you and I can work tf^ether and work this 
out, fmd that when you speak on this bill you will be speaking for 
the administration; and then, if it is possible to come tc^ether, we 
will go back to the drawingboards after a year, we will go bfu:k 
again find we will try to work things out; and then, if we work 
things out, the two of us, one former Missourian who slipped 
through the net somehow, and one present one, that if somehow we 
can work things out as just a couple of good old midwestemers, 
then we have got a deal and we can go with that deal through the 
markup here and in the House and the floor and in conference? 
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Secretary Klutznick. You know, that is an invitation for love 
and affection that I accept. [Laughter.] 

I haven't had much of it, Senator. 

Senator Danporth. I view you, Mr. Secretary, as what you say 
you are: "The" spokesmcin for the administration on S. 864, a man 
who supports the bill with the exception of one problem which we 
hope to work out and that you and I will work it out t<^ether. 

Secretary Klutznick. We would be delighted to cooperate. De- 
listed. 

Senator Danforth. Is it a deal? 

SeCTetary Klutznick. To cooperate, we will make every effort to 
work it out together, with all of my colleagues who are working 
with me. 

Senator Danforth. No. [Laughter.] 

Mr. Secretary, I can't stand it anymore. [Laughter.] 

Secretary Klutznick. Senator, just take that chance once, please. 

Senator Danforth. I have done it. I have done it. I have only 
been here 3 years, and I am a 90-year-old man. 

Secretary Klutznick. You're a young man. 

I will work with you alone, but you must understand there is one 
difference between you and me: you are elected by people; I am 
appointed to serve the administration. I have kept very quiet with 
respect to certain things that you have said because I understand 
you have the right to say it and I am supposed to keep quiet. 

I am prepared to work with you, but you must understfuid I will 
cany my colleagues with me. Is that satisfactory? I will not disas- 
sociate the Department of Commerce — that it is not the United 
States of America. I am modest about that. There are other agen- 
cies that have an interest, and you know it. What you are sajdng to 
me, I accept. 

I will be delighted to work with you alone. The responsibility will 
be mine with respect to the other agencies. But I will not mislead 
you. 

Senator Danforth. Thank you, Mr. Chairman. 

Thank you, Mr. Secretary. 

Senator Stevenson. Mr. Secretary, you propose that EDA and 
SBA, as opposed to Exim, have the authority for start-up financing 
for the treiding companies. This would be a new business for them. 
Would you have any objection to some statutory language which 
made that authority and responsibility explicit for EDA and SBA? 

Secretary Klutznick. Throughout here, we suggested that our 
people and the staff should get down and get the statutory lan- 
guage. 

Senator Stbvbnson. That is something we could work out, you 
think? There will be a lot of cooperation around here. I hope it 
doesn't take much longer. 

Secretary Klutznick. Do you want me alone? [Laughter.] 

Senator Stevenson. With all respect, I will ^ve you to Senator 
Danforth. [Laughter.] 

You say you are opposed to State ownership. Some of the port 
authorities have expressed an interest in creating companies. 
When you say you oppose State ownership, does that include own- 
ership or participation in trading companies by port authorities? 
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Secretary Klutznick. Well, our feeling is at this stage of the 
development of export companies, we ought not to complicate the 
possible implications or favoritism of some public as against pri- 
vate institution. However, it is a matter that I have not gone into 
very deeply. It struck me that we have enough work to do without 
complicating it. Therefore, I accepted that position. 

Senator Stkvenson. I hope also, as Senator Heinz mentioned, 
that you will reexamine the question of Exim financing for inven- 
tories, because there may not be credit available. I don't think it 
has been the practice of U.S. banks to provide that financing. 
Foreign banks, yes. And if we are right about that, I would hope 
that the Exim might be given the authority. 

It is not sometfiii^ it has to use, but if needed it, it might be 
helpful, and partly as a means of getting the private banks actively 
involved in the financing of inventory. 

BANK OWNERSHIP AND PARTICIPATION 

Now for bank ownership and participation in trading companies. 
As you well know, foreign banks participate very actively in trad- 
ing companies. Ours do not. I have a little difficulty understanding 
one of your statements. On page 6 you said. "Initial investment in 
an export trading" — subparagraph 3 — "Regulatory authorities 
would have broad discretion to limit a banking organization's fi- 
nancial exposure to a trading compeiny." 

I believe that bank holding companies now can invest up to — 
acquire as much as 5 percent of nonbanking companies without 
any regulatory agency's approval. Would they be able to partici- 
pate to that extent in treiding companies without the approval of a 
regulatory agency? 

Secretary Klutznick. If that is the present rule, there was no 
change in rules in our discussion, just qualifying export trading 
companies as such instead of just whatever their existing rules are. 
I don't think there was any suggestion of change at all of their 
existing rules. 

Senator Stevenson. We have a number of additional questionB, 
but I think most of mine we could probably take care of in writing 
and with cooperation. [Laughter.] 

Secretary Klutznick. I am delighted to cooperate (see p. 260). 

Senator Stevenson. I want to point out, in view of what has 
been said, S. 864 can stand or fall on its own. S. 2379, the trading 
company bill, cannot. It now is dependent on Senator Danforth's 
bill for the resolution of what has been one of the stickiest, knot- 
tiest, most troubling issues of all, namely the treatment of trading 
companies under the antitrust laws. 

So I am just as interested in obtaining favorable action by this 
committee on his measure as I am on the other. Based on what has 
transpired today, the very positive statements of the witaesses 
toward both these bills, I am confident that we cem do so. 

Are there further questions? 

Senator Heinz. Two brief questions; some things that Mr. Klutc- 
nick said about S. 2379. Referrit^ to page 7, why is prior approwsd 
necessary for bank participation? Why not simply notification? 
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ONLY AGREEMENT OBTAINABLE 

Secretary Klutznick. The answer is that that was the only 
agreement that was obtainable with respect to the matter. 

Senator Heinz. The only agreement obtainable? 

Secretary Klutznick. Before we got here, with respect to this 
matter. 

Senator Heinz. That is a heck of a rationale. 

Secretary Klutznick. Well, it's a pretty good answer. [Laughter.] 

Senator Heinz. I won't quarrel with the answer; just a little 
disappointed with the rationale. It seems to me that prior approval 
could be fairly significantly discouraging to formation of these 
companies, and I would hope that through consultation or partici- 
pation in the very near future you might be able to do better on 
improving the agreement that was obtainable at this point in time, 
or at least come up with a rationale. 

Secretary Klutznick. We will try, sir. 

Senator Stevenson. I wanted to agree with you. We do have 
some more work to do on that issue. It would be nice if it could be 
done with everybody's concurrence. But if that is not pcesible 

Senator Heinz. Apparently it is going to be done with every- 
body's participation. A leirge net will be required. 

Second, what is a significEint line of activity or a "substantial 
increase in investment"? Can you help us define those provisions? 
And what kind of further approval do you think is going to be 
needed here? 

Secretary Klutznick. The actual spelling out of the details has 
to go into regulation or statute. But obviously, if there is a change 
in character it ought to be reviewed. Substantial is certainly more 
than minimal, but it has to be defined more precisely in the final 
arrangements. 

We have not reeiched the point of definition in that item. But the 
indication is a change in the primary character, or in size or in 
activity. 

Senator Heinz. Well, so you are defining that as a chsmge in 
character? 

Secretary Klutznick. In amount or in size or in activity. If there 
are significant changes or substantial changes, then obviously it 
ought to be subject to reexamination. 

Senator Heinz. You are talking about investment subsequent to 
the initial investment? 

Secretary Klutznick. Possibly. It would have to be subsequent. 

Senator Stevenson. You are also talking about the initial invest- 
ment? 

Secretary Klutznick. Well, the initial investment, once it is 
approved, there is a certification, it would stand until such time as 
there was a decertification or a substantial change in the character 
or size and substance. Now, I am not at the moment defining it 
precisely. 

Senator Heinz. I think you understand that, as stated in your 
testimony on page 6, that could work a lot of intricacy and confu- 
sion without a more — without a clearer definition of what signifi- 
cant or substantial is. 
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Secretary Klutznice. We will have to require that in the ulti- 
mate work. 

Senator Heinz. We would welcome yoni views oa how ymi would 
make those judgments quantitatively. 

Secretary Klutznick. We will do so. 

FUNDING FOB STABTUP COSTS 

Senator Heinz. Finally, I understand your concern about Exim 
funding of startup costs and jrour interest in EDA and SBA for that 
purpose. It is incidental, of course, that they are asociated with 
the Commerce Department perhaps more closely than Rxim. hut 
that is not really the thrust of my question. 

My question relates to whether you have Euiy problems with the 
amount or amounts of assistance authorized in the bill. 

Secretary Klutznick. No. 1, just so as we settle the question 
about Exim itaelf, I discussed this with the chairman. He said that 
they are not qualified to perform a domestic review, and he, among 
others, suggested that it should be other agencies. You will have 
noted that we suggested EDA and SBA. 

SBA is not within the Department of Commerce, and the ulti- 
mate decision will have to be made whether it is one or the other. 
And of course, as far as either are concerned, the amount that will 
be available will depend upon what the Congress appropriates and 
makes available. 

Senator Heinz. You don't really have any comment about the 
amount? 

Secretary KtUTZNiCK. I haven't gotten to the point of analjrziiig 
startup figures. There is no sense In multiplying them in the air. 

Senator Heinz. Fair enough. Thank you, sir. 

Thank you, Mr. Chairman. 

Senator Stevenson. Thank you, gentlemen. And I will — if there 
is no objection, I will enter a statement by Governor Wallich of the 
Federal Reserve Board in the record. 

[The complete statement and additional material from the Federal 
Reserve Board follows:] 
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beslc iiueetlons [egerding the tradlcicnal saperatlon of banking and eoaisacea. 
This eradttlAi. vhlch stands in ahaip cmtcest to the practice in acne countrle* 
abroad, helps enaura that banks vlll Tasain l^artlal arbltara of ccadlt and 
contributa to a taaaichy coa^atltlva •nvlrooaant in C1» eoassarclal aaccot. 

The aepaiatlon of banking and i n— ai i s haa a long tradition in tmtrlcau 
balking. It la eiiiodled In tba Bank goldlng Co^anT Act, end endorsed by tfaa 
Board. That tradition has served this nation veil Id prontlng econalc 
co^atltlon and a Strang banking syscea. la addition, tha Board haa aavaral 
■ore specific concama about a breaching of Che aeparacloa of banking and 

<b) The poealblllcy chat benk-OHnad coapanlaa or sanufeccuring 
coipaBles dealing vlth thai vlll have aura favorable accesa to bank credit than 
other ccBpanlts. For axa^le, the aasoclated co^any nighc well receive laora 
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llbccil eradit tcnM nch at Lonr lotnin raUi. loBter HCiattte*, amt Uh 
*C[lii(*at eallit«al riqulrianu. Hucuvcr, u ImIm^ achEivlH sqaal fotiattMl 
boTTOHxt. Cba badi BiRtat mil aak* cradtt Kfallibla to « uaoclatad na^ianj but 
not to aChara. Ttaua, tbcra la a pocaaelal tot unfair cs^KtlctOD ^oag tradlag 



co^HTClal txadii^ and tba haUli« of Imrcacorlaa. Thla rlafc la c^anecd vhaB hlgb 
IvTaTafliif ia lovoLvad ma la trplcallr tbe caa* with trading co^anlea, MargliLa 
tor mot «< iBall In elreiau tinea • nbcre tha nature of tha bualncia ncciaaarllT 
ccatalna tha pctaatlal for aliablc prlci ■nvfanta and aarkad ahllta In !iiiiti (or 
producta. In tha caaa of Japanaac banka aaaoclated with Japanaaa trading u^anlca 

dlKlcultlaa hav* bcaa aocWDtarad by otheia. 

(<) Tba paadblllty of conflicta of Intercat In tha cxarclaa of ICa 
cradlt ]udpaat batman tba bnk'i ftdueiary raaponalblllty to dapoaltora and Ita 
OMWcablr latataata. Eunplaa of ancb claaalc confllcta art lagloa, tba Kira 

lueh an aaaoelatad coapany In tha hepaa that tbe cs^any vlll be uecaaafol aid 

eantlnuaa to aitond cradlt to an aaaoclated i i^mij In dlatraia ratbtr cbas cut 

vitora, a* far bank nmaganant. thara are very aubatantlal dlffcreacai betmcn 
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Tha Board vouU b« coDcenwd about this letl*l'tl<» ■!■'> bccauia of 
tha praudanc chat muld ba aacabllabad. In today'g eovlroDBant . vlth rlalng 
pilcaa far anacgy od tha need far painful cuti In aany araai of the ecooony, 
piassuria might veil aclae for banka to maka Invaataanta In aieas vhece vDIth- 

acononlie. Taken elone. each of these sbjectlvea Bight ba WEthwhile. but In 
aggregate they could I^ceaent a aubstantlal claln on bank capital. 

We need to xamint that bank capital la lo« already-- about $90 billion 
far all bank* ralatlve to total liabilities of $1.5 triUlcin. Capital ratios 
have been declining ovec tbe years. In part as a result of inflation, and there 

ancouraga banks to divert capital fro* its traditional cola aa a airport fot 
lending activity and to Inrest It in nonbanklng activities, we ats neceasailly 

cuttalllng tha anount of lending that banks can do for other purposes. Bank 
capital can nost productively be Invested In supporting banking activity. 

Edge corporations, banks and bank holding covpaniea aay currently engag' 
In BCu of the activities offered by trading cosvanUa. Horaovar. the Board has 
■ stshllshed procaduraa under tb* recmtly revised Regulation K by obleh >atf>ar 
banka, bank holding coopsnlaa and Edgs Corporations can apply to engage In nan 
International activities, and the Board la ccamltted to processing •pplleatloos 



If tb* activities of Edge Corporation* and bank* vers to be extended 
to peralt tha buying and selling of goods for eiport directly--D[ If ■ bank 
holding ccBpany were permitted to ovn more than 3 percent of the ahsres of an 
export trading company — the Board believes thet apeclal atandarda for partici- 
pation In auch activity would be needed. Such standards should Include 
limltatiens on the share of ownership of eiq>ort trading cca^aDles and on the 
types of activities in which thay engage. Our staff would b« available to 
work vlth Subco^Ittee staff In saaking staaidarda that would sHet tha objactlvei 
of the bill vhlle retaining appropriate safaguarda. 
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'jUCnHcb AUtle* StenalM 

j^ril 10, 19B0 



Mr. Henry C. Hallich 
BosTd of Govemars of the 
Federal Reserve Systea 
20th & Cmstituticn Avenue, N.W. 
Nsshinstcn, D.C. ZOSSl 

Dear Mr. Hallich; 

Thank you far subnitting the statenent for the record of the 
hearing on e:qiort trading cai(ianies (S. Z379) held by the Interna- 
tional Finance ^bcoonittee en April 3, 1980. 

In order to assist further the Congress in its action on 
S. 2379, I Hould aj^reciate your response as soca BS possible to 
the attached list of questions. 

With best wishes, 



AMi^ //^^iZl**«M, 
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QUESTIONS FDR THE KSXSD 

For Houy Hallich, BoMrd of Governors, 

the Federal Reserve System 
Subcomittee oi International Finance, 

Senate Banking CoiRittee 
Hearing on Eqiort Trading Ccnpanies 
j^il 3, 19B0 



In your prepared statonent, you indicate that U.S. banks can now 
provide, either directly or indirectly through their Edge Corpora- 
tions or affiliates, a wide variety of services relating to ex- 
ports. You specifically indicate that "Edje Corporations have 



A. Please provide for the record specific references to provir 
sicHis of the Board's Regulation K >Aiich authorize the pro- 
vision of such services in the United States, ftould the 
Board permit an Edge Corporation to organize a subsidiary 
in the U.S. to engage solely in providing advisory and 
other services ancillary to exporting? Could you provide 
for the record a ccsiplete list, since 197D, of all Board 
or staff actions on applications by Edge Corporations to 
engage in Bqxjrt services in the United States, including 
export nanagemrait activities, e>port advisory activities, 
freight -forvar ding activities and other activities falling 
within the definitirai of ei^iort trade services in Section 
3[a)C4) of S. 2379? Please include any applications that 
may have been withdrawn, even if not formally acted iqicn 
by the Board, and the stated reasons for any uithdrawal. 

In your prepared statement, you indicate that the " [EJXtension of 
the investment powers of banking institutions to include. cotn)anies 
that buy and sell goods and services for their cmi account mild 
go far beyond these existing financial facilities [for Edge Cor- 

A. In an J^ipendijc to the statement of James B. Scnmers, 

Presitoit of The Bankers' Association for Foreign Trade, 
a 1967 Federal Reserve ruling was cited in idii(± the Board 
pemitted an Edge Corporation to take a non-craitrolling 
interest in a conbination export -manager that bought goods 
" ' ■ ' " " . . .-- offsetting eiqjor- 

t had authority t 
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■dn>t this niling without any chmge In iti statutorr 
•udiDrity, Does your statement mean tli»t the Board ex- 
ceeded its authority or iti Irftditionil policies uider 
the Edge Act in sdopling this 1967 TuliiiE? Hss the BoMd 
ever repealed this 1967 ruling? Hoes the Board believe 
that it Kiw has the authority to permit an Edge Corpora- 
tion to acquire On pqjity interest in an export traiiiiig 
coapaiq' that ts)ies title to goods >C>inst fim eiqiort 
order* frcn abroad? 

Ban3(S now take title to largo iteas of personal property 
in major leasing transactions. Banits also often acquire 
OMiCTship rights as collateral security in acceptance and 
other international trade financing transactions. TTiere- 
fore, taking title, in and of itself, is not the crucial 
inquiry on risk. In fact, title is the most valuable fora 
of collateral security that a lender or ndddleman in an 
export transaction can have. In this regard, who is bet- 
ter protected in the case of d default, assuming a laiifora - 
judgment on creditwrthiness in -each case -■ a bank grant- 
ing an unsecured standi^ line of credit overseas, or an 
ETC taking title to goods for purposes of lesale abroadT 

As indicated in the Appendix to Mr. Sonmers' statement. 
Congress specifically contemplated in 1919 that Edge Cor- 
porations would have the ability to invest in foreign trad- 
ing coipanies. Has the Board ever approved any investments 
reign trading ccnpanies, or in 
ged in buying and selling goods? 
rences in risk are there betwesi 
broad and buying and selling goods 
not in fact the bank regulatory 
pervisory control t*en goods are 
B United States? 



bought and sold here 
In your statement you suggest 



under the 






ing U.S. banking organi- 



-„ separation of banking fro 
t it a fact, however, that the Board 
e and other banks affiliated with 
and import from the United 
tes to acquire U.S. banks including specifically the acquisi- 
n of Marine Midland Bank by the Hong Kong and Shanghai Banking 
anization? In this regard, could you provide a list of all 
eign bank holding conpanies ' 



rests of greater than SI 
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in a trading craipan/ or other conmercisl or business enterpriso 
that inaintains facilities in the U.S. for the purpose of in^xjrt- 
ing to oT ej^rting fron the United States? Can you list all 
Japanese bank holding conqisnies affiliated throu^ Kelretsu witji 
trading ctmpanJesT 

A. Is the Board taVing the position that it is acceptable for 
U.S. banks to be affiliated with trading caqianies that ex- 
port to but do not export friM the United StatesT Oa what 
public policy grouids does the Board justify such a distinc- 
tion? If trading ccB^any activities are as fraught with as 
many problsns as yrai suggest, then on what basis did the 
Board approve the takeover of Marine Midland I^ Ikng Kong 
and Siai^hai which has an extensive interest in Hitchinson 
Hhanpoa, Ltd.? 

B. Isn't the Board better able to supervise the activities o£ 
a U.S. trading conpany affiliate of a U.S. banking organi- 
zation than a foreign trading ci^ipany affiliate of a foreign 
bank holding coirpany? If so, then wouldn't the Board have 
imre authority over a bank-owned export trading ccnqiany under 
this bill than it now has over the activities of Japanese and 
other trading ccnpanies affiliated with U.S. banks through 
Cdimon OMiership by foreign bank holding conjianios? 

C. Isn't it true that U.S. banking organizations have always 
been pemitted a broader range of authorities in their inter- 
national operations, including in the United States, in order 
to cciipete abroad and these greater powers have never besi 
deemed in contravention of other "longstanding" principles? 
For exanple, aren't Edge Corporations free frcn the statutory 
restrictions of the McFadden Act? Hasn't the Board peraiitted 
U.S. banking organizations to engage in securities activities 
abroad that would be prohibited under the Glass-Steagall Act? 
And didn't Congress specifically conten^ilate in S4(c)(13) of 
the Bank Holding Coipai^ Act that the "longstanding" princi- 
ples of section 4 of the Bank Holding Ccai^iany Act would not 
apply to international activities? 

Despite your reservations about sane aspects of S. Z379, I appreciate 
the Board's willingness to work with iiy staff in fonulating stand- 
ards that would meet the objectives of the bill while retaining 
appropriate safeguards. In this regard, I am enclosing an addi- 
tional set of questions en bank participation lAich I am asking 
of tJie AiiiiLnistration and on t*ich I would greatly appreciate the 
Board's views. 
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In reading your list of Board "cmcenis," I vas surprised bf tha 
ooission of the consideration of the inany protections included 
in S, 2379. I believe section SCe)(lD o£ S. 2379 protects pre- 
cisely against the types of preferential lending you discuss in 
paragraphs (aj and (c) on pages 3 and 4 of your statement, 'Ihe 
language in section SCeKl] is, in part, virtually identical to 
language t*ich the Board proposed in section S[b) of the Intema- 
tional Banking Act of 1978. 

Kith respect to "risk" concerns mentioned in paragrq^ (b) en 
page 3 of ynur Etatsimt, S. 2379 does not set 19 a 'tnanJatory" 
nodel of Japanese trading caipanies. Section S CO C2) of S. 2379 
specifically prevents a U.S. banking organization frcn investing 
more than 101 of Its capital and surplus in any ETC, and section 
(f) gives the Board and other agencies broad supervisory and re- 
porting authority. In addition, the banking agencies alrea^ 
have broad supervisory authority under other banking laws to 
ensure against undue coimercial risVs. For eiaiqilB, the agencies 
have broad cease and desist authority to prevent unsound banking " 
practices. 

With respect to your stated concerns about capital adequacy, U 
aentioned above, section S(eJ(2} prevents a banking organiiaticn 
fr<H investing more than lOf of its capital and surplus in cne or 
more e>;port trading ccaipanjes. The present capital cmiditicm of 
banks is largely ■ result of archaic laws and regulation t4iich 
have lijuted the grcwth of U.S. banks, have prevented thai fnm 
eqianding across State lines, and have in|»ired their ability to 
ccnpete with the growing number of nonbank financial organizations 
and foreign banks that tnierate with far fewer restrictions. Ihe 
net result is that U.S. banks have not been able to grow at satis- 
factory rates, they are losing inarket share at bene and abroad, 
and their shares are selling well below book in many cases. Ihey 
thus beccme tHnpting candidates for takeovers by large foreign 
banks with extensive ncnbank operations overseas, and the Board 
ends \ip approving the acquisitions because they provide "capital 
strength" to the U.S. bank. By ijiproving ccaqietitiveness, S. 2379 
will, in the long run, be a benefit to the financial condition of 
U.S. banks. 

Finally, I would note ■ nisconceptjon in the last paragrqih of 
your statoMnt. S. 2379 does not propose that barOis, Edge Cnr- 
poratiois, or bank holding ccBfianie; be pemitted to engage di- 
rectly in conmercial export activities -- S. 2379 only authorizes 
U.S. banking organizations to Invest in cinpanies that fuictico 
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u export trading coapanies or Mhlch enjtsge in export trade 
services. Maintaining a corporate veil in the case of such 
activities Bakes protection and admin istrat ion Mjch nore ef- 
f active. 



I Hclcoae your coonants on these observatlois. 
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DERAL RESERVE SYSTEM 



Hoy 30, 1980 



The Honoiable A^lai E. 
Subcommittee on Interna 



Washington, D. C. 20510 
Dear Chairman Stevenson: 



In further response to your letter of April 10, 
1 an pleased to enclose responses for the record of the 
hearing on export trading companies (S. 2379) held by 
your Eubcoirani ttee on April 3. 

Please let me know if 1 can be of further 



iry C. Hallich 
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cific 



of t 



the United States. Uould the Bosiil pecmir in Edge Corporation to organize 
a lubiidiary in the U.S. Co engage solely in providing adviiory and oChei 
. aervlcei ancillary to expoiting? Could you provide for the Tecocd a coi^iletc 
lltt ElncB 1970 of fli Boird iiT staff artiona on applitaclons by Edg. 
Cctporatlon? to engage In eipnrt services in the United Ststi-e including 
export nanagnncnt activities enporc advisory activiCieE frelght-ioruardine 
«livttieJ and other Bctivlties falling within the d«finition of export trade 
services in Sl>iitioTi 3(b)(«) of S. 2379! Flesse include any fippHratloDS thJt 

the stated reasons for any vithdraual. 






:b ■ bank holding conpany or 



Edge Corporalians nay 
2S(a> of the Fader 



-edit in for - 
inglng shipBenta 

L« ilfillateJ 
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i Acquired dpc. 
ed rgtentjj] 
as it did a 
thm SZ or 



of 



'.(c)(13J of th. 



:tiviti 



suit in 1 



eight ft>i^«l- 
ed by the Bwri 
I be IntemstiDnal or 
n binking OT BCher inc«- 
nl or foreign fLnancs 

<■ 25(>) of the ntA md 
<n 225. *tf) of ReguUtlml 

atlon »as vlchdriwn 
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facillllo |fDi 
A. Id m Apper 



EdBt Corpor.tior.J." 






■delphia. P>. , to acquire ■ i 
en Corporjtion, ■ U.S. coti^iw 



iting t 
■nd Indlcal 
never been fomally wLthdt 
Lloyd's Bin): Limited, uhic 



• eilittns (Inenel*) 
ral Kmrve Tulins wai 



id this 1967 rulir 
:o peiBit »n Edte 



1 by Fidallcy Int 



d ju. 



Dank, 



of ■ U.S. Ijany holding coapany to angigi 
ght forwardine, ■clivitici uaually a 



.n adopting 
.gT Doe ■ the 

take* title 



publlEhid an 



ition aiport 
application 



n .ctivit)- p 



in Ji 



did not lilt "Co^inatlDD 
>d affiliates of Edge Corpoiation*. 
Edge CoiFOratlons and Bank Holding 
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the co^lnitlon Hperc lunagcmcnt buiinesi or mmny of tht other (ctlvitiai 
«i|ag>d in by trading coofianici. Such appllcalioni vould be JudEed on thai 



Bank* alao often acquire ouncTshlp Tights ai collataral 
ccepcance and other internatlona] trade flnanctTii transact! 
king title, it. and of it. elf. is not the crucial Inijuiry en 



Judgnenc on cteditv 
purposes of r.«le 



swer: At this lue.tion points out. banking organiiatioas are currently .ble to 

t.l>e title to goods as collateral to loans or at part of a full payout leasing 



e of ■ 



i by E 



transaction the bank Is protected not only by the value of the Berchandiie, but 

the bDnroHei hat othei resource* with which to repay the bank. On the other hand, 
if a bank through a aubtldiary export trading company vera permitted to take 
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nild the value of thE goo<l> d 



As indicated in the Appendix tD Hi. EoiMneri' ctatement, Congrest (pecifically 
contenvplaced in 1919 thic Edge Corporatloni ucruld have tha ability Co inveit 

bj Edg* Corporations In foreign trading companies, or in any foreign companie 
engaged in buying and selling goods! If sn. what, if any. differences in 
cilk are there hetveen buying and selling goods abroad and buying and idling 
goods in tbe United States! Do nol in fact the bank regulatory authorities 
have better supervisory control vhen goods are bought and sold here in the 



Corpoialioni in export trading eonpanies or in companies that buy and aall goods, 
need! to distinguish pciiods according to the regnl'^ioi" 'n effect. At the 

unlHely that any such investments were made. A list of Edge and Agreeiient 
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T MCBdaenti to RatulaCiaB K. adopted Jub* 14, 1979, the Board Hill 
percent only in a financial cnnpanj. Inattaaui in MaftnaKial 



I of Hare than $1 nillioo require apecific Board approval 
a peniiiiblc obIj in coapaoica that do no baainea* 

liMit (100 percent of capital end aorplni) on 
invcstiKnti by Edge and ABree^ot CorpoTationt. 

llBiced portfolio iaveEtseoIi by bank Ed|e 
panlei abroad uai designed Co allov D.S. baolilns 



Bcinsal 



rohibitioo io Sectioo 2SU) of tbc Federal Bcaem *ct 
c baying or iclling goodi in the United States lialt* t 
c> that opciate entirely abroad- Ifcl* ptoviaioD doe* ■ 
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Ing fion the United E 



in th» U.S. fc 



Honk Kong and Shanghai 



lir. Virtually all o( the 
ial csopsnlcE uhlch do buElne 



The lict. uhlch V3S compiled fTooi readily available recDrdi, 
only foreign cDntpanies that are bank liolding companies by virtue of 






k lloldinB Companies Aftil 
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[■t? On uhat public policy Groundl docs Che Bond jnstlfr Bich • 
D? If trading cattpmy tcciviciet are as frautht uith u •mj 
1 you tuBE'Bt, then on uhst basis did [he Board ipprnvc tli> take- 
rine Midland t>]r Hong Kong end Shanghai which h» an cxteuive 

n HutchinHin Whatqioa, Ltd.? 



e que* 






of par 
■ «ide v^ 



foreign b 



rading coopaDict, ■Ichousfa aostljp in 



t the difference h 



of the foreign bank. 
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If affiliat* of ■ U.S. banking orginliation than ■ tDraign tiadini 
ly affiliate of • foTclgn bank holding coaipanTT If lo, than uouldn' 



ar: Clearly tha Board uould bt batttr ablt to lupervlac 

coo^any affiliate of a donastic bank than a foraign cradli 

buiinau of regulating and aupcrvising the foreign actlvil 
Tha Board'a primary tupervlaory rasponcibillty ii to aseui 
financially sound coinponanta of the donttcic and Inttrnacl 



•ffillataa, and alio aiDnitori the 
Bucceaafully in their own environm 



ilp by foreign 



doaiaitic trading 



:a of foreign b 
that U.S. bank 
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Bxoifiple, «refl't Ed^e Cotpou 



vtly ■broad, they mi 
:* Ehat ir* olfcTcd b 



Th* Beard, bowewe 



vitlci bearing .ul 
ini Section )l(c)(13) 
d Mnjld thereby 



I srdcT for D.5. banli* to eeaintt 

loaipcticois, mmij of lAlcli tarvlcci 
iidinsl)'. th« Boaid'l r*tulatloai 
lei of Mniber bmki allou aclioltie 

inacEIan uitfa bankint abroad. 

FurthcrBor*, it doca not appear 
ank BoldiDS Act that ConaTaii intend 



broad vtthia a different 
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Hhllc retainlnE 

Ion»l »cC of quutions on bank p.tti 

■ tlon and on which I uould greatly ■ 



tewnr i Iht quMtiana to Which you r«f«r deal uith the itindardt fei ba 

participation In nmerahip of cxporc trading companies. Standards that 
Beet the concerns I have exprrssed resarding bank ovnerthip are contain 
aBtsdmants that were provided to thi Csnmiltee under letter from Chalm 
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FEDERAL RESERVE SYSTEI 



Hay 13, 1980 



The Honorable Adlai E. Stevenson 
Unitad States Sanata 
Washington, D. C. 20510 

Dear Senator Stevenson: 

>ressed certain 



ragarding S. 2379. 


hose 


eaervati 


ona 


stem n 


ot from 


lack of sji 


pathy with the 


purpo 


e o£ 




egi 


Bla 




making 


export rel 


services avail 


sble to more 


firm 


in 


the U.S. 


Rather, 


we in the 


Federal Beserv 


e have 




ntia 


qu 






out the 


degree to 


banking organ i 
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a be 


per 


mitted to 


particip 


ate direct 










ing 






Ij) th 






y that the 


radi 


ion 




sepaia 


tion ot 


banking an 


comnwrce has •. 


erued the country 
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To ass 


ute that 


sepa^atio 


is maintained. 


while 
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a aegr 


e of b 


ankinq p 




in support of export 




g eompan 










araendmentE to 




bill 
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shing 


subatant 


ive and pr 


cedural stand a 
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t are 






y V 




ard to b 


ank involv 


in such conpan 


es. 

















Those 


recommendations, which I 


endors 


•, incl 


ude the fol- 


lowing elements 




anking orga 






would 


be permitted 




than 20 per cent of the 




ng 


tock o 






or to contro 


the eompan 




any othtr 




second, not moi 


e than 50 per 


cent of art 
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uld be owned by any group 




ganizations; 


third, the aggr 




nt by any b 




ng 
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ation would 


ba limited to 5 


per cent of 


t5 aggregat 
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1 and 


siitplus 3 5 


per cent in the 




and Agreeme 




51 in one or 




ding companie 


nor could 




nki 


9 orga 


niiation lend 




adinU company 
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when 




its investment 


.-Duid exoeed 


10 per cent 




the 


bankin 


g organizatio 


capital and sui 


plu^i an e:.port trading conpany 


«uld n 


ot be permitt 


to take poEitit 






ait 




or spe 


culative pui- 


posesi an arms 


length relationship would 


be 


mai 


tained 


in any lendi 


activity: and the name of th 






be 


used i 




the export trad 


ing company. 












Furth 


ermore, we propose that a 


ny 


.BJO 


commi 


tment to 






ng company- 


-in 


exc 


sBS, say, of 510 


to 515 million- 


-be spccifica 


ly approved 


by 


the 


Eoard 


ot Governors 
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in advance. As this suggests, «e believe that because of the risks 
that may attend export trading company activities and the lacX of 

companies, it would not be prudent to permit: banking organizations 
to eneicise control over export trading companies at this time. 
For that reason, the Board of Governors cannot support the current 
version of E. 2379. 

The amendments that I am enclosing for the Committee's 
consideration have been discussed with your staff. Ke, of course. 
would be pleased to provide any further assistance. 



Sincerely, 
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conceTni," I vai surprised by the onliiton of the 
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rtually iflfntical to language which the Board 
International BanVing Art of 1978. 

With raipecE to "ilak concerns mcntiorea in paragraph (b) on page 3 of your 
■tatenent.'G. 2379 doel not aet vp a "mandatory" model of Japanese trading 
edBpaBiea. S»ction 5(e (7 of S. 2379 .pacifically prevents a U.S. banking 
erganitation from investing more than 107. of its capital and surplus in any ETC. 
and Section (f) gives the Board ood other agencies broad supervisory and report- 
ing authority. In addition, the tanking agencies already have broad nipervisory 

cxai^lc, the agencies have broad cease and desist authorlCy to pravmt unsound 
banking practice*. 
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Mminislrator ol National fiankt 
WbstiingKin.D.C.30SI9 
Hb7 12. 1980 

Dear Hr. Chairman-. 

This la In reaponse to your requeat for Che vlewa of the Office 
of the Coii?)troller of the Currency (OCC) on the proposed "Export 
Trading Coiqiany Act of 1980", S. 2379. 

The proposed legislation promotes the expansion of U.S, exporta 
by permitCine the formation and operation of export trading 
companiea C'ETCe") , uhlch would facilitate the marketing and 
export of goods and services on behalf of amall and medium aized 
U.S. flrma. S,2379 also propoaea a leading role for U.S. banks 
In forming and operating ETCs. 

The OCC strongly supports S.2379 vith certain reservations. The 
OCC believes In the need to expand U.S. exports, ae well aa in 
the benefits of employing the national and international marketing 
and financial networks of U.S. banks for export expansion. Bank 
ownership of ETCs does raise supervisory concerns; however, the 
OCC believes the proposed leEislatlon con be emended to address those 
concerns lAile still permitting a leading role For banks in ETCa. 

Specifically, the OCC's priinHry concern is the degree of exposure a 
bank'owned ETC may raise for the bank investor. Exposure can be Che 
amount of loans and Investment a bank provides an ETC. However, 
exposure also can include a bank's moral obligations on behalf of a 
subsidiary ii^lch Is closely identified with the bank through equity 
participation, and borrowa In the marketplace on the basis of that 
equity Interest. 

Accordingly, the OCC suggests the proposed |.2379 be amended to 
recognize these supervisory concerna. - ThlSjOffice especially recom- 
mends during this threshold stage of .^TC development that the pro- 
posed legislation permit a banking organization to Invest the lower 
of $10 million or five percent of Ita, consolidated capital funda in 
less than twenty-five percent of the equity of an ETC without the 
prior approval of the appropriate federal banking agency. Aggregate 
bank Investments In £TCs should be limited to 10^ of a banking 
organlzatlon'a consolidated capital funds. At a minimum, any 
inveatments by banka In ETCs which require prior approval should 
be subject to whatever safety and soundness conditions the 
appropriate banking agency may wish to impose. 



:>£ 



Senator Stevenson. Thank you. 

Secretery Klutznick. Thank you. 

[Whereupon, at 4:49 p.m., the subcommittee wae adjourned.] 
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351 
APPENDIX 



STATEMENT OF 

AMERICAN TEXTILE HACEilHERT 

BEFORE THE 

SUBCOMMITTEE OH IHTERNATIOHAL FIHAHCE 

E OH BAHKIHG, HOUSING AND URSAH AFFAIRS 



E Aipendnept Mumbec 



Amepd Chg Webfa-Poiper 



The American Textile Machinery AsBoclatlon [ATMAl Is a 
nonprofU Crade aaaoclatlan representing domestic maaufacCurers of com- 

Among Its more than 130 members are the principal textile machinery 
manufacturera In the United States. 

ATHA members are located throughout the United States, 
with major concentration* In the atates oE North and Souch Carolina, 
Georgia, Pennsylvania, Rhode Island, HassachusBCts and Hew York. Appro- 
ximately 37,000 uorkers produce the equipment and supplies neceasary to 
support a domestic textile Industry of over one Billion workers and a 
constantly growing International Industry. 

AIMA's interest In export development has extended over 
a long period of clma. Therefore the opportunity to co^nt on the role 
of export trade associations in developing new export markets is appre- 
ciated. Because of the textile machinery industry's particular interest 
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In sxpsrt Irada ■■■ociationa, our atacaamt vlll focua onl; □□ S. 864 and 
the cevlaad Taralon, Senate Aaeodaant 167i. The position of ATtU can be 
■uraaTliad aa follon: 

1. In r*c«at ycaca, tha United Statea textile Bachloerr 
■anufacturlng Industry haa axperlanead a acaadtlT declining balance of 
trade and enployBeot . 

2. In the development of International ecooonic policy. 
It 1* essential to recognlte the crltlcsl luportance of axporta and the 
role played by export trade auoclatlona In pronotlng cxpoTta. 

1. DoBestlc textile machinery nanufactuters are In an 
adverse conpetitlve position In relation to their foreign coapetitora . 

4. The Vebb-FoBierene Act aa now written la inadequate to 
serve Its Intended purpoaea. Aaendnents should be adopted to: 

(a) Expand and clarify Ita antitrust axoptlon. 

(b> Transfer admlniatratlon and enforceaeat 
authority to Che Coomerce Depaitxenc. 

I activities 

(d) Exclude froB aasoclacion participation any 

United Statea entity chat. In fact. Is Dereljr 
a shell for foreign interests. 

5. S. 864 uould affectively amend the Act to facilitate the 
entry into and expansion of export markets of U. 5. businesses with pre- 
vlously unrealized export potential. 

I. The American Textile Machinery Industry Has Experienced a Decllnina 
Balance of Trade and Enploymcnt. 

The U. S. textile machinery industry has experienced ateady 

growth since 1977 in both overall production and in the value of ita textile 
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luchlnerT exports. Housver, cha long range foieeaat of real growth for tha 
Indusccy estimates an annual average Increase In shipments of only 1.0 to 
2.5 percent through 19Si. Furthar, daaplte the Industiy's Increasing 
strength and stablllc;, the United Statea has experienced a steadily declining 
balance of trade in textile machinery. During the period 197S Co 1979, tha 
industry produced machines valued at $4.53 billion. Of this aaount, $1.49 
billion or 31 percent, were for exports. During this samf period, doneitlc 
textile mills imported $2.3 billion of foreign textile machinery or about 
ii percent of their total purchases, resulting in a negative balance of 
trade of almost $1 billion. Further, the total ninber of employees In tha 
Industry has steadily declined, fron 46,300 In 1966 to 35,000 In 1974, to 
27,000 today. 

There Is great potential in uorld markets for the U. S. 
manufactured textile machinery. For example, the uorld textila per capita 
annual consumption Is 15 pounds, compared to 60 pounds for each person in 
the U. S. As the world economy develops, a narroulng of the consumption 

Uorld textile conaimptlon, now at 60 billion pounds. Is 
expected to increase to 96 billion pounds by the early 1990's. FortiB)at*ly, 
a large part of that increased consumption vlll be produced by U. S. mills. 
But not all of the U. S. Increased production will be on 0. S. made 
aachlnes. Clearly there Is a solid mrldulde market for U. S. texttla 
machinery for which our industry must compete under adverse conditions. 

The U.S. textile machinery Industry can compete for sales 
to growing world markets. If sales opportunities are realized, the industry 
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vlll b* la a poaltlon to ftnanca BDr* Taaaarch and devalopanc to pcorld* 
tbc nast ganaratloa of aqulpaant to D. S. buyaca. 

II. ECTorta PUr a Critical Role. 

In Cha davalopaant of IntBtnatloiial ccsnoale policy. It la 
aaaantlal to rcco|nlie the critical cole of exporta. Exports aoable tbs 
United Stacaa to earn foreign exchange necessary to par for goods and ser- 
vice* purchased in foreign Barkats. In view of our Increasing rollance on 
Isported natural reaources, and In particular pacroleiB, a strong and aggres- 

e export trade oust be a high national pdorlcy. Only through Increased 
exports can ue ease the exceedingly high trade deficits experienced over 
recent years and predicted for the future. Inereaaed exports not only belp 
ae our balance of payaenta problems, but also represent a fertile source 
T providing Increased eaploynant. The Conaerce Departnant estlastea that 
ch SI billion of United States exporta lupporta approilaately 40,000 
Ancrlcsn Jobs. 

Unfortunately, however, over the paat twenty years, U. S. 
exports have groun at only half tha rate of other Industrialized nacioas. 
The American share of the mrld maTlcet haa dropped from IB percent In the 
early 1960'b to less than 12 percent today. 

III. The Mebb-Ponerene Act Has Intended to laprowe the Position of 
D. S. Businesses In International Markets. 

The gavemnentB of most major Industrial countries, and la 

particular our International trading competitors, purposefully encourage 

exports through govemaent subsldlzsd financing, favorable tax treatnent , 
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government giwrancees or Insurance programs, and lllierfll anticruat provl- 

■lona. Id cooCraat, U. S. laws and policies place nuaaroui Tescrlcciona 

on Cha expoTC activity of Anerlcaa bualnesa. Theae restrictions hamper 

doneatlc buatnesBas In their efforts to develop export narkets. But the 

heavleat burden la boma by small and nedlimt-alzed flras, such as those 

which predoalnate In the textile machinery Industry. Thsae flma, due to 

their smaller aiie, have difficulty In locating potential foreign markets, 

arranging export financing, negotiating sales and handling shipnents and 

otherwise carrying out the numerous steps Involved In successful export 

marketing. 

Before passage of the Uebb-Pooerene Act, It was recognized 

that small American businesses were especially disadvantaged in Intemaclooal 

trade. Ulth reapect to the small buslaeas seeking export markets, an early 

Federal Trade Coamlssloa [FTC] report observed: 

. . . they have felt keenly their disadvantage in 
atcanptlng to enter foreign markets single-handed 
In the face of the powerful, united, and long- 
established competitors of other nations. They 
realize that for them export trade must be done 
largely through the aediio of export conmlssloa 
houses and export merchants. But they realize 
that the advantages — in some cases the necessity 
— of their own direct representation and their own 
foreign organization If they are to build up an 
enduring trade. At present, cooperation ulth the 
other small manufacturers Is the best aolutlon to 
the difficulty before them.l 

Congressman Edwin Y. Vebb expreaaed similar concerns during 

the congressional debates on the original U«bb-Fomerene Act: 

1/ 1 FTC Report on Cooperation In American Export Trade 200 (1916). 
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Id order to build up an export trads it la nacei- 
sary to have the noat expert representatives In 
the foralga trade fields to introduce and thoroughly 
advertise our American goods This involveB a large 
y before Che trade can be eata- 
of our larger enterprises are 

not greatly benefit these larga 
rr amaller manufacturers and 
prohibited from jnderCalcing auch 

an enterprise becauae of the tTenendciua coat Chat it 

would involve.^ 

The Uebb-?aBerene Act was enacted for the purpoae of 
proBotlng and eKpandlng the export acclvicy of U. S. buainesaes and speci- 
fically to aid and encourage the high coat of marketing and diatributing 
goods abroad. The export trade association vaa to be a vehicle through 
Hhich U. S. buainesses could compete more effectively in International 
aarketa. The export trade aaaociation proved Co be effective for expanding 
n. S. axporta in the early years after the Act's signing. By the early 
1930'b, fifty-seven associations had bean created and accounted for 19 

Today, howavar, the Inadequacy of the Uebb-Foaarena Act to 
fulfill Ita staCucory purpoae i> evidenced by chs fact that only Chlcty- 
thraa Hebb-Pomerene asaoclationa are acill in exlatence, and those asao- 
ciatloDS account for only 2 percent of total U. S. exports. 

IV, The Htfeb-Ponerene AcC As Currently Written la Inadequate to 
Fulfill Ita Purpoae. and Should Be Aaended. 



rti CO idencify the undeilying causes of Ctiis decline 
■ociatlona have been under way for a decade. Hnat 



2/ 55 Cong. Rec. 35*4 (l9l?l. 
3/ 15 U.S.C.A. 161 (1973). 
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proBlaently mentioned has been the threat of antltruat lltlgetloD agelnat 
Webb-Fomereoc aaaocletiooa and association particlpaats . Caeei, decided 
under the Act, have nade clear that in its present torm, the Act does not 
preclude Che application of U. S. antitrust laws to ei^ort Crsda associations. 
United States v. Concentrated Fhesphace Export Ass'n , 393 D.S. 199 (1968); 
United States v. U. S. Alkali Eiporc Aas'n , 86 F.Supp. 59 (S.D. S.Y. 1949); 
nnited States v. Mlnneaoca Mining & Kfg. Co. . 92 F.Supp. 947 (D. Mass. 
1950) . Of perhaps equal Importance la the perception of the business 
conmunlty chat Che Federal Trade Comisalon and Depattaeot of JusCics go 
to unreasonable lengcha Co block the formatioo of Uebb-Fonerena associaclona. 

S. 864 responds to the legal uncertalnCiea aasociatad with 
Uebb-Fomerene associations ia several vay>. Ic expands t 
exemption to Include state as well as Fedetel laus and p 
exoipCioD will be denied only where rescralnt of the expo 
dooestlc conpeclcors. Is "subscanelal ," and where the eff 
prices is "unreasonable ." S. 864 further llmltB the proh 
"unfair mechoda of compeCitlon" to practices used in expo 
donascie coapeticoTS engaged la exporc crade. 



rovidas chat the 

. on U. S. 
.tion against 
trade against 



4/ Induatry Ueelt, Hay 26, 1975, aC 34. 

S/ IS U.S.C.A. 162 (1973). 

6/ The bill apeciflea, however, chat the antitrust exemption does □ 
apply CO "crade or conmarce In che licenalng of patents, technology 
trademarks, or knowhow, except as Incidental co the sale of goods ■ 
or services by che asaociacion or its neabers," or Co "any act whlc 
results, or may reasonably be expected to result, in the sale for c 
siBiptlon or resale vlthln Che United States" of such goods or servl 
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S. 964 muld tranafiT r*s pons lb 11 ley for adalnlstiatlciD cf 
tbt Act Co cb« DcpaTCncnc of Coaaarc* utilch would b* authorlcad to cartlf; 
expocc tcada •■•oclationa upon eonaultatloa vlth Ibe Juatlca DapartBant and 
the FIC. Tha CoBMrca Daparcnaat would be authorized to ravofca cartlflea- 
tloni or cequlra nodlflcatlona to approved cettlClcstlons. Tbe Justice 
DepartBcnt and the FTC would alio be empouered to being an action for 

■uch revocation, neither tbe asaoclaCion nor iti mcirticrs would be aidiject 
to antitrust action for the period during which the certification was tn 
existence as to those export tiadt activities and oethoda of opereclona 
iriilcb Here certified. 

The bill olio provides for creation of a President lolly 
appointed task force seven years after eoactoent. The purpose of tbe tsak 
force uould be to review the effect of proposed changes on doaestlc con- 
petition and on the United State*' international trade deficit. The task 

irmlnation of the 

obstacles 
raoedlal efforts. 
the definition 
loclsClon. Per- 
goods, wares, or 
tntly furnish any 
■qulpaunt which Is 



e would recomsnd either contlnuan 

■ Act. Thus, should any additional weaknesi 
surface, a oethod would be avallabls to pursue furth< 
A second weakness in existing law reli 
of actlvltiea which may be undertaken by a Vebb-Foncreni 
mlssibls "sxporc trade" Includes only "trade oi 
nercbandls* exported." Such associations nay Dot presr 
aervicea, such as the training of personnel 



y 15 O.S.C.A. 161 (1973). 
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exported. This prohlbtClon works ■ pacClculaT dl advantage on tlu Cextlla 
■acbloarjF induatry ■■ a rasult of cartaln tranda In late rna clonal tezclla 
■achldcry sarkaca. Textile Industrlu la the blfhly loduatrlallzad countrle* 
■ueh aa tba Ooltad Scacea, Canada, England, Western Europe and Japan have 
llnltad thalr capital InvastBeolB Id textile ■acbiaary to nodeTnliaclon, 
raehet than expansioo. The substantial growth In textile mnufactuilag matketa 
has occurred In the less developed countclea of cbe Far East, near East, 
Africa and Eastern Europe. This geographical shift in textile machinery market 
growth has required U. 5. manufacturers to look to less developed couatrlea 
as the largest market for textile machiaery. In these markets, however, the 
need for a wide variety of training and other services, is crucial. 

S. 864, by extending the antitrust exesptlon to include 
services, would expand export opportunities for aany textile machiacty 
manufacturers whose sales may depend on theit ability to OTEanlse manu- 
facturing operations, sec up equipuent and train personnel. 

Under the definitional section of S. S6&, the bill makes 
clear that any persons >dio are citizens of the United States and partnerahlpa 
or corporations which are created under the laws of any state or of the United 
States ace eligible for participation In Webb-Fonerene aaaoclationa. ATIU 
aupports the statutory change to restrict Uebb-Pomerene participants to U. S. 
citizens and corporations and partnarshlps organlied in the United States. 
Hovever, It should be noted that domastic coTporatloni are oftentimes created 
to set as conduits of foreign built machinery. These "shell" corpotations 
employ few tf any American citizens, purchase few if any Aaarican goods and 
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In fact are slopl; •xteDalooa of fateign eontrallad and operaced enlltles. 
We belleva that the bill should be amended to preclude cha pactlcipation of 
such entities in Hebb-Ponerene associations. 

V. S. 96a Would Effectively Aaend the Act to Pacllitace Che Entry 
Into and Expanalon of Effort Markets of D. 3. Boaineaaea wlch 
FrevlQualy Unrealized Eiport Potential. 

ATItt supports S. 864 and ur(ti Its favorable considecatiOD 

by this Subconnlctee. Tba leglBlation Is veil deslgoed to coavetc the export 

trade association Into a prscticsl and effecclve v^ide for sigDlflcant 

expansion of our export markets. We eogmsnd the menbers of this comlttaa 

■nd others uho have pressed forcefully for these reforms, and thank the 

CoiBolttee for the opportunity to express our vievs. 
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Tlw Honoiable Adlal E. S 
Chalnam, Subcoulctee on 

and Urban AfCalia 
United Scatca Senate 
Uashlniton, D. C. 20S10 



Hatch 16, 19aO 



Harch 17'1B, 1980, Heaiinga by 
your Subconoitcee on the Ejcport 
Trading Coapany Ace of 1980. 



to engaee In nultllateial ai veil as bll< 
turctlona are Increasingly required It, , 

by less-develo[iBd as oell a 
2. EIA's 1979 letter 



n 1978 of a hond- 
:Toductor7 Guide 
ialngly required 



t their ByBtanB, equipment. 



iwlify for handling by a trading c 



<EX1M) could actually pr. 

lor fiscal year 1981 the 

™nlty. He hope that yoi 
this Impasae favorsbly. 



elng BO rcducad by budget 
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yr. Jack Valentl, 

President 

Motion Picture Export Association of America 

I am submitting this statement in support of S. 864 based 
upon my experience as President of the Motion Picture Export 
Association of America. 1 have personally seen the benefits 
that can be derived by exporters generally frotn export trade 
association legislation. 1 express no position on S. 1663 
since my experience derives from export trade association 
activities, rather than the export activities covered by that 
bill. It must be well known by now, that I favor any legis- 
lation which in fact will promote the export trade of the 
United States. 

elation have steadily Increased the value of their exports 
through the 35 years of our existence. I estimate that in 
1979 the Motion Picture Export Association will have returned 
to this country approximately $700 million In export revenues. 
I do not believe this would have been possible without the 
benefits conferred by the existing Webb- Pome r en e Act. Any 
expansion of the existing law to Include additional exporters 
must benefit botb the revenue potential of those exporters 
and the United States balance of payments situation. This 
would certainly be true for those service industries whose 
operations are analogous to the operations of our member 
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Last fall, when an extensive review of export trade asso- 
ciations was undertaken by a Presidential Commission appointed 
For the purpose and studied in detail by <in Advisory Panel of 
business leaders, 1 presented my views on the need for export 
trade associations. I not only elaborated on our experiences 
and the benefits our members derived from existing Webb- Pome ran b 
Act, but also pointed out that these benefits should be avail- 
able generally to more exporters. The Business Advisory Panel 
members, not all of whom were proponents of the existing legis^ 
lation, felt that there was enough merit in my position to 
recommend expansion of existing legislation. This recommen- 
dation nas adopted by the Presidential Commission and is 
embodied in and forms the basis of S. 864. For this reason 
alone this legislation is worthy of support. When considera- 
tion of the n'eeds of the United States for an increase in 
export trade is also taken Into account, this legislation 
becomes a matter of the utmost urgency. 

I wish to refer to one observation of the Business Advi- 
sory Panel which I consider significant. Export trade asso- 
ciation legislation may not be everyone's cup of tea, but for - 
those who can use It, it is an important and Inmensely useful 
instrument of export trading in a world of foreign cartels 
and foreign government monopolies. 



jdbyGoOglC 



8TATBMBNT OF AMATEX EXPORT TRADE ASSOCIATION 

BEFORE THE 8UBCOMHITTBE ON INTERN ATTOHAL FINANCE 

SENATE COHUnTEE ON BANKDia, HOUSING AND URBAN AFFAIRS 

REi S.B84 AND SENATE AMENDMENT 1874 TO AMEND 

THE WEBB-POMERENB EXPORT TRADE ACT 

APRIL 14, ISSO 

AMATEX Export Trade AnociBtlcr ia KsiBtered under tha provlilona o( the Webt>- 
Pomerane Export Trade Act ot 1918 and i> oiw of the most aucceoful export trade 
moelationa In exlitenee. II i> alao unique [n that il la compoaed ot pnxhicns ot a wide 
vwlety of textile machimr; and include* non-competitive altiiiitiona. Hoft Webb anoci- 
atloni are engaged In the tale ot tiaiglble commodltlea. In ita leven yean at exlalence, 
AMATBX has arranged fee mQUon ot dollars at e:qKirts, particularly to lea developed 
oountrla. It ia not now nor has it ever been designed to lupplant the sales ettcrta ot ita 
individual members but to provide additional ojfiortunitlea for textile machinery coni- 
panis to participate in major "timliey" projecti ovnseaa requiring gooita and nrvlcea 
trom ■ number of suppUen. Thia las enabled member companies ot aU stees to increase 
their expert •amlngi In areas they would have not been able to enloy absent the services 
ot AUATEX. 

AMATEX ma alwaya tuUy compUed with the provisions ot the HebiKPoma-ena 
Aet opsatliv wltMn gutdelinea establlahed by the federal government. AMATEX Is 
extremely aemltlve to the current denclawlea of the Export Trade Act and bellevea the 
pnposed changee would ilgnltlcantly slrengthen the law. In particular, AUATEX favors 
amntdmenls to the Act which would clarify the antitruit exemption currently afffrded 
bf the statute. In Its present firm, the Export Trade Act merely suggests the limits ot 
the antitruM examptlan. Heretofcre, the ultimate resolution ot this esempticn had been 
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left In tha hands of tha Juitlee DaparUnent and Iha courts. Ttib hw meant that Wabb 
anoeiatiim murt ■peculate u to the llmito of pcrmlralble actlvltl**. Given the (hi«<n 
of violation of antltruit laws, this has tended to constrain tha types of funeUocB In wMch 
an aaaooiatlon is ivllllng to undertake. Thu it Is lawyen — not buiinettmen — nho seem 
tobemakinenianyof thedecWone. AHATBX wtahes to emphasize thet it la not 
requeatlng i^nlflouitly upanded anUtrmt exemptions but merely a statutory clarUiea- 
tlon of tha nature and extent of the exemption. 

Amther cuirent deficiency In the law Is the bUivcated admlnistntlan of tha 
law. Currently Webb assodatlfn muit reglatcr u well a* beli« niijeet to Juitlee 
Dcftartmmt scrutiny fc tita same actjvltlea. It seemi to us that compliance should be 
centralized in one agenejr wltti a<fle authority to both ■dmintita' and enfiree tha Act. 
Again, Hebb aMoclatiana are at the mo-cy of changing and even contradicting regula- 
tjona. Hits mulU-ageney Biforeement autbcrity ereatea rigniflcant proUema. 

Third, AMATEX i^fparts propceals to irnlude 'aervicea' within tlie scop* of 
perml^Ue ictivitiea. As mentioned prevloualy, AMATEX is mgi(ed ezdurivcly In tha 
bliUIng and constructlan of complete projects and Imkey' textile mU project* <nv- 
sesis. From time to time it may be neeeasary to Include engineering and other service* aa 
a package Ud. Although such services can currently be asfiarately oontraetad, AHATBX 
would Uke to teve the option of Includng swleae as an integral part of Itx package. He 
stress, however, that (he term ■aarvicea' should be carefully deflnMl in the Act so that 
there la no dD«<>t as to the meaning of this torm. 

In oonchdcn, AMATEX sm>crta the obJeetiVB of S.8S4 and urges its early (avor- 
aUe eondderetlak We believe that aAiptiDn of thb bin would eneoursge othv D.8. 
InduatrlM to tcrtn opcrt trade assoclatlaiB to the general benefit of Amsriean aqxrt 
pwfomance. As In the past, AHATEX reafflrms its intentloi to fully easperata With 
n other in developing appropria 
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pill 3D, 1930 



behalf of th> CoiBittee on IntcnuCional Tradi and FoTclgn R 
r Export Trading Conpany AcC, S. 2379. 









clon of federal ei^ort policy. He aie concerned thaC nm opportunl 
port expanalon offered by Multilateral Trade Agiaenenta nay never b 

r the aggieaalve narketlng techniques of our najor trade coapetltor 
9 repreaenta precisely Che sort of Inncvatlve inraahlng which we ca 
- -- Hot. Tn conjunction irith other legl 



InCenutlonal C 
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The American Association 
of Port Authorities 



Dear Senator Steventon: 

Your efforls to enact legl*latlon to promote trade develop- 
ment are to be commended and this letter U written for that 

purpose and to transmit a resolution unanamously approved 
by the public port authorities of this Association In support 
of legislation lo provide for the licensing of export trading 
companies, S. 2379. 

The public port aulhorllles of Ihe United Stales ace vitally 
InlereBled In trade promotion and want to encourage you and 
ineiBbers of the International Finance Subcomniitlee and the 
Senate eankln£, Housing and Urban Affairs Comnlttee, to seek 
enactment of S. 2379 In the 96ih Congress, 

The American Asaocialion of Port Authorities is prepated 
lo assist you In any nay possible to ensure prompt action 
on this important legislation. 
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MVORING LEGISUTKW TO ENCOURAGE EXPORTS BY 
nOVIDIHG FOR THE LICEKSING OF EXPORT TRADING 
. _. . ' COWANIES 



WEREAS. since the President has approved the Act of 1979. 
Htilch Mhen lipleoiented mIH provide for new trade opportunities for 
the United SUtes; and 



WCSEAS, trfdfng cooipanles nay be a vehicle to expand U. S. 
■ export participation by giving U. S, nanufacturers access to traders 
*xptHeftced with a ta ent cool in the servicing and selling of exports 
to develop new markets abroad! and 

s have flourished in other countries, 

WHEREAS. S. 1663 has been Introduced to facilitate the fonutlon 
Of U. S. export trading conpanies by providing U. S. government loans and 
guarantees for start-up costs and would allow bants and other entitles 
to participate In these companies under the licensing requirements and - 
supervision of the Oepartment of Conmerce 

KM, THEREFORE, BE IT RESOLVED that the American Association of 
Port Authorities favors the formation of U. S. export trading coapanies 
Mhtch Mill foster U, S. port waterbome commerce; and 

BE IT FURTHER RESOLVED that Coimittee XI, Port Conaerce, is 
heretv authoriied and directed to take such action It deems proper and 
nacessaiy to carry out the policy of this Resolution. 



Hew Resolution. 

Recoownded by Port Coenerce Cocmittee. 

RaconiMndad For odoption hf tha Reioluttoni Committee 
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S.1379 

pzmumataA by the 

Jbaarican Inatitute of Horlna Dnderwrltera 

to tha Sanate Banking CoBoittae 



Dndacwr iters 


(AMD) 








n one 


or more atatas 


£ the 










ise U. 


export of 


intemationa 


trade 




■vice vital to 






made 


signif 


cant 



is a trade BBaociation ot li-6 insai 

authoriied to underwiite marine ins 

of the D.B. Together they underwri 

done in this country -The American 

an intense interest in any effort t 

servioee. Transport insurance on c 

Cacilitatea the export and import o 

our economy. Through its active po 

competition, the American Marine Ha 

contributions toward iBproving the O.S. balance of payaenta 

position. 

Marina inauranoe i* one of Bany Bervioe induatriea 

playing an incceaaingly important role in U.S. export trade. 
DoBpite significant contributions, service industries auoh aa 
insurance have not received the encouragement and aupport tram 
goveminent enjoyed by manufacturers of goods. In addition, 
foreign governments cogniaant of the crucial role •ervioe 
industries can play in balance of payment situations, have taken 
positive steps to encOuTSge their Own domestic service sectors. 
TO the detriment of International trade, many countries have 
gone further and established discriminatory and restrictive 

competing for the marine insurance business on the trade with 
those countries Such restrictions imposed by some 39 countries 
have severely hampered the ability of the American Marine Market 
to compete in the international marketplace. Fortunately, 
Congress recognized the importance of the service Induotries 

■ by giving them recourse against discriminatory 



practices under the 
complaints vith the < 
combating such unfaii 

Considerab: 
industries is needed 

legislation now belm 
fi.3JT9 would encoura< 
export trade aBsocial 



of 1974 

Trade Representative in the hope of 
policies . 

nure sensitivity to the needs of aervice 
I order for the U.S. service sector to 
ig vith its coaipetltors . The proposed 
considered by the Senate Banking Committee. 

service Induatrlaa to fora or participate in 



since it would provide loielgn 



Btaps such as this to enhance the competitii 
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amerx 



He specialize iji the es q xjrt □£ western states agricultural pro d ucts, 
tclmarily to Pacific Basin marKets, and in tlie iiriort □£ refined 
cdniodity fcoducts tran Japan. 

Our urodict llie iicludes: alfalfa cubes, pellets, seed, feeder and pu 
ircA cattle, livcstozlc fvstlcldes, d^><]rated vegetables anl equipnent 
used in ^rlculture. Ve also repff-esent fonn cCDperat].veB ani Ireel 
"'"■'""" "" " --'-- and [oarketiiig ^ent. 

offers narket analyai^, distribution, «-g-, fral^ht fa«nrdiiig, 
transport, flnanclj^, nagotl^tion and ll^idoi with 
\3 and custa r ers - plus pcoijct advertising/ 
foreign markets . 



£ and agricultural ai 



aigclculturBl (rejects, usiiq U.S. and Mexican capital 

S. ^ir-lcultufAl capabilities 
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ji f o jia i M of baieflt to dcvek^lng a 



n and utllmtlo 



nw parcicipaucn of tanks in ouc cfsratloi is nou United to cfnratioial 

uDuld alltw us areata onxcTtnity fee the developEnt ot tcade and lauld 
aLlw us to ccspete with sere tBpia success In priae foreign ■ackets. 

ccncepc ia very iii(iixtant and lon^ ouenbs 
ccae nnre ^gresslve in sssklng and stabilizing 
ur goods. Me fully si^fcrt your leglslatUn end Hill offer 



C.A. Tk^nlack 



: Ssxetaiy of CCBsrce, Rilllp H. Kliitznick 
Ssovtary of J^lculture, lUxrt Borland 
SoiaUr Sttwi Dnfcrth 
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